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INTRODUCTION 1 

Q. Please state your name, occupation, and business address. 2 

A. My Name is William A. Rigsby.  I am a Public Utilities Analyst V employed 3 

by the Residential Utility Consumer Office (“RUCO”) located at 1110 W. 4 

Washington, Suite 220, Phoenix, Arizona 85007. 5 

 6 

Q. Please state your educational background and your qualifications in the 7 

field of utilities regulation. 8 

A. Appendix I, which is attached to this testimony, describes my educational 9 

background and also includes a list of the rate cases and regulatory 10 

matters that I have been involved with. 11 

 12 

Q. What is the purpose of your testimony? 13 

A. The purpose of my testimony is to present recommendations that are 14 

based on my analysis of Arizona-American Water Company’s (“Arizona-15 

American” or “Company”) application for a permanent rate increase 16 

(“Application”) for the Company’s Paradise Valley Water District (“PV 17 

Water”).   18 

 19 

Q. Briefly describe Arizona-American. 20 

A. In addition to PV Water, Arizona-American operates ten other water and 21 

wastewater systems in Arizona.  The Company is a subsidiary of 22 

American Water, which is based in Voorhees, New Jersey.  According to 23 
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information contained on American Water’s website1 American Water 1 

provides water and wastewater service to customers in nineteen other 2 

states (including California, Hawaii and New Mexico in the western U.S.) 3 

and three Canadian provinces.  Both American Water and its sister 4 

company Thames Water (which serves communities in the United 5 

Kingdom), are presently owned by RWE AG, a large multinational utility 6 

holding company headquartered in Essen, Germany2. 7 

 8 

Q. Please explain your role in RUCO's analysis of Arizona-American's 9 

Application. 10 

A. I reviewed Arizona-American’s Application and performed a cost of capital 11 

analysis to determine a fair rate of return on the Company’s invested 12 

capital.  In addition to my recommended capital structure, my direct 13 

testimony will present my recommended costs of common equity and my 14 

recommended cost of debt (the Company has no preferred stock).  The 15 

recommendations contained in this testimony are based on information 16 

obtained from Company responses to data requests, the Company’s 17 

                                            
1  http://www.amwater.com 
 
2  In a press release dated November 4, 2005, RWE AG announced its intentions to divest both 
of its water business segments, which include Thames Water in the UK and American Water in 
North America.  RWE stated that it had made the decision because the Company believes it can 
make better use of its core strengths by concentrating on the converging European electricity and 
gas markets.  RWE also stated that limited synergies between its North American and UK water 
businesses and its European energy business were a major factor in the decision.  RWE AG 
further stated that its aim is to temporarily increase its dividend payout ratio on completion of 
each transaction and to reduce debt. 
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Application and from market-based research that I conducted during my 1 

analysis. 2 

 3 

Q. Is this your first case involving Arizona-American? 4 

A. No.  In addition to providing testimony, as a witness for RUCO, on the cost 5 

of capital issues associated with the Company’s last rate case proceeding 6 

before the ACC3, I also recommended, as a Senior Rate Analyst on the 7 

ACC Staff, that the Commission reauthorize a revolving line of credit for 8 

PV Water4. 9 

 10 

Q. Were you also responsible for conducting an analysis on the Company’s 11 

proposed revenue level, rate base, rate design, and surcharges which are 12 

designed to encourage water conservation, to recover the costs 13 

associated with public safety improvements (i.e. fire flow capital 14 

improvement), and to comply with the U.S. Environmental Protection 15 

Agency’s (“EPA”) revised arsenic standard which goes into effect this 16 

year? 17 

A. No.  RUCO witnesses Rodney L. Moore, Timothy J. Coley, and Marylee 18 

Diaz Cortez, CPA, handled those aspects of the Company’s Application.  19 

The operating revenue and expense issues associated with this case will 20 

be covered in the direct testimony of Mr. Moore.  Mr. Moore will also 21 

                                            
3  Docket No. W-01335A-02-0867 et al. 
 
4   Docket No. W-01335A-00-0327 
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provide testimony on the Company’s request for an arsenic cost recovery 1 

mechanism (“ACRM”).  Mr. Coley will provide direct testimony on RUCO’s 2 

recommendations regarding rate base and rate design.  Ms. Diaz Cortez 3 

will address Arizona-American’s requests for surcharges to encourage 4 

water conservation and to provide cost recovery for the Company-5 

proposed fire flow capital improvement plan (“FFIP”). 6 

 7 

Q. What areas will you address in your testimony? 8 

A. I will address the cost of capital issues associated with the case. 9 

 10 

Q. Please identify the exhibits that you are sponsoring. 11 

A. I am sponsoring Schedules WAR-1 through WAR-9. 12 

 13 

SUMMARY OF TESTIMONY AND RECOMMENDATIONS 14 

Q. Briefly summarize how your cost of capital testimony is organized. 15 

A. My cost of capital testimony is organized into three sections.  First, I will 16 

present the findings of my cost of equity capital analysis, which utilized 17 

both the discounted cash flow (“DCF”) method, and the capital asset 18 

pricing model (“CAPM”).  These are the two methods that RUCO and ACC 19 

Staff have consistently used for calculating the cost of equity capital in rate 20 

case proceedings in the past, and are the methodologies that the ACC 21 

has given the most weight to in setting allowed rates of returns for utilities 22 

that operate in the Arizona jurisdiction.  In this first section I will also 23 
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provide a brief overview of the current economic climate that Arizona-1 

American is operating in.  Second, I will compare my recommended 2 

capital structure with the Company-proposed capital structure.  Third, I will 3 

comment on Arizona-American's cost of capital testimony.  Schedules 4 

WAR-1 through WAR-9 will provide support for my cost of capital analysis. 5 

 6 

Q. Please summarize the recommendations and adjustments that you will 7 

address in your testimony. 8 

A. Based on the results of my analysis of Arizona-American, I am making the 9 

following recommendations: 10 

 11 

Cost of Equity Capital – I am recommending a 10.00 percent cost of equity 12 

capital.  This 10.00 percent figure is based on the results that I obtained in 13 

my cost of equity analysis, which employed both the DCF and CAPM 14 

methodologies. 15 

 16 

Cost of Debt – I am recommending that the Commission adopt Arizona-17 

American’s proposed 5.42 percent cost of debt.  This is based on my 18 

review of the costs associated with Arizona-American’s various long-term 19 

notes and payment in lieu of revenue (“PILR”) financing arrangements. 20 

 21 
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Capital Structure – I am recommending that the Company-proposed 1 

capital structure, which is comprised of approximately 37 percent common 2 

equity and 63 percent debt, be adopted by the Commission. 3 

 4 

Cost of Capital – Based on the results of my recommended capital 5 

structure, cost of common equity, and debt analyses, I am recommending 6 

a 7.10 percent cost of capital for Arizona-American.  This figure represents 7 

the weighted cost of both the Company’s common equity and debt. 8 

 9 

Q. Why do you believe that your recommended 7.10 percent cost of capital is 10 

an appropriate rate of return for Arizona-American to earn on its invested 11 

capital? 12 

A. The 7.10 percent cost of capital figure that I have recommended meets 13 

the criteria established in the landmark Supreme Court cases of Bluefield 14 

Water Works & Improvement Co. v. Public Service Commission of West 15 

Virginia (262 U.S. 679, 1923) and Federal Power Commission v. Hope 16 

Natural Gas Company (320 U.S. 391, 1944).   Simply stated, these two 17 

cases affirmed that a public utility that is efficiently and economically 18 

managed is entitled to a return on investment that instills confidence in its 19 

financial soundness, allows the utility to attract capital, and also allows the 20 

utility to perform its duty to provide service to ratepayers.  The rate of 21 

return adopted for the utility should also be comparable to a return that 22 

investors would expect to receive from investments with similar risk. 23 
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 The Hope decision allows for the rate of return to cover both the operating 1 

expenses and the “capital costs of the business” which includes interest 2 

on debt and dividend payment to shareholders.  This is predicated on the 3 

belief that, in the long run, a company that cannot meet its debt obligations 4 

and provide its shareholders with an adequate rate of return will not 5 

continue to supply adequate public utility service to ratepayers. 6 

 7 

Q. Do the Bluefield and Hope decisions indicate that a rate of return sufficient 8 

to cover all operating and capital costs is guaranteed? 9 

A. No.  Neither case guarantees a rate of return on utility investment.  What 10 

the Bluefield and Hope decisions do allow, is for a utility to be provided 11 

with the opportunity to earn a reasonable rate of return on its investment.  12 

That is to say that a utility, such as Arizona-American, is provided with the 13 

opportunity to earn an appropriate rate of return if the Company’s 14 

management exercises good judgment and manages its assets and 15 

resources in a manner that is both prudent and economically efficient. 16 

 17 

COST OF EQUITY CAPITAL 18 

Q. What is your recommended cost of equity capital for Arizona-American? 19 

A. Based on the results of my DCF and CAPM analyses, which ranged from 20 

8.63 percent to 10.55 percent for a sample of publicly traded water and 21 

gas providers, I am recommending a 10.00 percent cost of equity capital 22 

for Arizona-American.  My recommended 10.00 percent figure is the 23 



Direct Testimony of William A. Rigsby 
Docket No. W-01303A-05-0405 
 
 

 8

adjusted result of a DCF analysis, which utilized a sample of publicly 1 

traded water providers. 2 

 3 

Discounted Cash Flow (DCF) Method 4 

Q. Please explain the DCF method that you used to estimate Arizona-5 

American's cost of equity capital. 6 

A. The DCF method employs a stock valuation model that is often referred to 7 

as either the constant growth valuation model or the Gordon5 model.  8 

Simply stated, the DCF model is based on the premise that the current 9 

price of a given share of common stock is determined by the present value 10 

of all of the future cash flows that will be generated by that share of 11 

common stock.  The rate that is used to discount these cash flows back to 12 

their present value is often referred to as the investor's cost of capital (i.e. 13 

the cost at which an investor is willing to forego other investments in favor 14 

of the one that he or she has chosen). 15 

 Another way of looking at the investor's cost of capital is to consider it from 16 

the standpoint of a company that is offering its shares of stock to the 17 

investing public.  In order to raise capital, through the sale of common 18 

stock, a company must provide a required rate of return on its stock that 19 

will attract investors to commit funds to that particular investment.  In this 20 

respect, the terms "cost of capital" and "investor's required return" are one 21 

in the same.  For common stock, this required return is a function of the 22 
                                            
5 Named after Dr. Myron J. Gordon, the professor of finance who developed the model. 
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dividend that is paid on the stock.  The investor's required rate of return 1 

can be expressed as the percentage of the dividend that is paid on the 2 

stock (dividend yield) plus an expected rate of future dividend growth.  3 

This is illustrated in mathematical terms by the following formula: 4 

  5 

    k = ( D1 ÷ P0 ) + g 6 

where: k             = the required return (cost of equity, equity  7 

     capitalization rate), 8 

D1 ÷ P0    = the dividend yield of a given share of stock  9 

calculated by dividing the expected dividend by 10 

the current market price of the given share of 11 

stock, and 12 

   g      = the expected rate of future dividend growth. 13 

  14 

This formula is the basis for the standard growth valuation model that I 15 

used to determine Arizona-American’s cost of equity capital.  It is similar to 16 

the model that was used by the Company. 17 

 18 

Q. In determining the rate of future dividend growth for Arizona-American, 19 

what assumptions did you make? 20 

A. There are two primary assumptions regarding dividend growth that must 21 

be made when using the DCF method.  First, dividends will grow by a 22 

constant rate into perpetuity, and second, the dividend payout ratio will 23 
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remain at a constant rate.  Both of these assumptions are predicated on 1 

the traditional DCF model's basic underlying assumption that a company's 2 

earnings, dividends, book value and share growth all increase at the same 3 

constant rate of growth into infinity.  Given these assumptions, if the 4 

dividend payout ratio remains constant, so does the earnings retention 5 

ratio (the percentage of earnings that are retained by the company as 6 

opposed to being paid out in dividends).  This being the case, a 7 

company's dividend growth can be measured by multiplying its retention 8 

ratio (1 - dividend payout ratio) by its book return on equity.  This can be 9 

stated as g = b x r. 10 

 11 

Q. Would you please provide an example that will illustrate the relationship 12 

that earnings, the dividend payout ratio and book value have with dividend 13 

growth? 14 

A. RUCO consultant Stephen Hill illustrated this relationship in a Citizens 15 

Utilities Company 1993 rate case by using a hypothetical utility.6  16 

Table I 17 

   Year 1          Year 2          Year 3          Year 4          Year 5          Growth 18 

  Book Value $10.00        $10.40        $10.82          $11.25           $11.70 4.00% 19 

 Equity Return     10%             10%      10%  10%          10%               N/A 20 

 Earnings/Sh.   $1.00         $1.04  $1.082           $1.125          $1.170           4.00% 21 

 Payout Ratio    0.60           0.60      0.60               0.60          0.60               N/A 22 

 Dividend/Sh  $0.60       $0.624 $0.649           $0.675       $0.702           4.00% 23 
                                            
6  Citizens Utilities Company, Arizona Gas Division, Docket No. E-1032-93-111, Prepared 
Testimony, dated December 10, 1993, p. 25. 
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 Table I of Mr. Hill's illustration presents data for a five-year period on his 1 

hypothetical utility.  In Year 1, the utility had a common equity or book 2 

value of $10.00 per share, an investor-expected equity return of ten 3 

percent, and a dividend payout ratio of sixty percent.  This results in 4 

earnings per share of $1.00 ($10.00 book value x 10 percent equity return) 5 

and a dividend of $0.60 ($1.00 earnings/sh. x 0.60 payout ratio) during 6 

Year 1.  Because forty percent (1 - 0.60 payout ratio) of the utility's 7 

earnings are retained as opposed to being paid out to investors, book 8 

value increases to $10.40 in Year 2 of Mr. Hill's illustration.  Table I 9 

presents the results of this continuing scenario over the remaining five-10 

year period. 11 

 The results displayed in Table I demonstrate that under "steady-state" (i.e. 12 

constant) conditions, book value, earnings and dividends all grow at the 13 

same constant rate.  The table further illustrates that the dividend growth 14 

rate, as discussed earlier, is a function of (1) the internally generated 15 

funds or earnings that are retained by a company to become new equity, 16 

and (2) the return that an investor earns on that new equity.  The DCF 17 

dividend growth rate, expressed as g = b x r, is also referred to as the 18 

internal or sustainable growth rate. 19 

 20 

… 21 

 22 

 23 
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Q. If earnings and dividends both grow at the same rate as book value, 1 

shouldn't that rate be the sole factor in determining the DCF growth rate? 2 

A. No.  Possible changes in the expected rate of return on either common 3 

equity or the dividend payout ratio make earnings and dividend growth by 4 

themselves unreliable.  This can be seen in the continuation of Mr. Hill's 5 

illustration on a hypothetical utility. 6 

Table II 7 

   Year 1         Year 2           Year 3          Year 4          Year 5          Growth 8 

 Book Value     $10.00        $10.40           $10.82           $11.47        $12.158   5.00% 9 

 Equity Return      10%           10%       15%   15%          15% 10.67% 10 

 Earnings/Sh    $1.00          $1.04          $1.623            $1.720         $1.824         16.20% 11 

 Payout Ratio      0.60            0.60              0.60                0.60             0.60             N/A 12 

 Dividend/Sh    $0.60        $0.624           $0.974            $1.032        $1.094         16.20% 13 

  14 

In the example displayed in Table II, a sustainable growth rate of four 15 

percent7 exists in Year 1 and Year 2 (as in the prior example).  In Year 3, 16 

Year 4 and Year 5, however, the sustainable growth rate increases to six 17 

percent.8  If the hypothetical utility in Mr. Hill's illustration were expected to 18 

earn a fifteen-percent return on common equity on a continuing basis, 19 

then a six percent long-term rate of growth would be reasonable.  20 

However, the compound growth rates for earnings and dividends, 21 

displayed in the last column, are 16.20 percent.   If this rate were to be 22 

                                            
7  [ ( Year 2 Earnings/Sh – Year 1 Earnings/Sh ) ÷ Year 1 Earnings/Sh ] = [ ( $1.04 - $1.00 ) ÷        
$1.00 ] = [ $0.04 ÷ $1.00 ] = 4.00% 
 
8 [ ( 1 – Payout Ratio ) x Rate of Return ] = [ ( 1 - 0.60 ) x 15.00% ] = 0.40 x 15.00% = 6.00% 
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used in the DCF model, the utility's return on common equity would be 1 

expected to increase by fifty percent every five years, [(15 percent ÷ 10 2 

percent) – 1].  This is clearly an unrealistic expectation. 3 

 Although it is not illustrated in Mr. Hill's hypothetical example, a change in 4 

only the dividend payout ratio will eventually result in a utility paying out 5 

more in dividends than it earns.  While it is not uncommon for a utility in 6 

the real world to have a dividend payout ratio that exceeds one hundred 7 

percent on occasion, it would be unrealistic to expect the practice to 8 

continue over a sustained long-term period of time. 9 

 10 

Q. Other than the retention of internally generated funds, as illustrated in Mr. 11 

Hill's hypothetical example, are there any other sources of new equity 12 

capital that can influence an investor's growth expectations for a given 13 

company? 14 

A. Yes, a company can raise new equity capital externally.  The best 15 

example of external funding would be the sale of new shares of common 16 

stock.  This would create additional equity for the issuer and is often the 17 

case with utilities that are either in the process of acquiring smaller 18 

systems or providing service to rapidly growing areas. 19 

 20 

 21 

… 22 

 23 
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Q. How does external equity financing influence the growth expectations held 1 

by investors? 2 

A. Rational investors will put their available funds into investments that will 3 

either meet or exceed their given cost of capital (i.e. the return earned on 4 

their investment).  In the case of a utility, the book value of a company's 5 

stock usually mirrors the equity portion of its rate base (the utility's earning 6 

base).  Because regulators allow utilities the opportunity to earn a 7 

reasonable rate of return on rate base, an investor would take into 8 

consideration the effect that a change in book value would have on the 9 

rate of return that he or she would expect the utility to earn.  If an investor 10 

believes that a utility's book value (i.e. the utility's earning base) will 11 

increase, then he or she would expect the return on the utility's common 12 

stock to increase.  If this positive trend in book value continues over an 13 

extended period of time, an investor would have a reasonable expectation 14 

for sustained long-term growth. 15 

 16 

Q. Please provide an example of how external financing affects a utility's 17 

book value of equity. 18 

A. As I explained earlier, one way that a utility can increase its equity is by 19 

selling new shares of common stock on the open market.  If these new 20 

shares are purchased at prices that are higher than those shares sold 21 

previously, the utility's book value per share will increase in value.  This 22 

would increase both the earnings base of the utility and the earnings 23 
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expectations of investors.  However, if new shares sold at a price below 1 

the pre-sale book value per share, the after-sale book value per share 2 

declines in value.  If this downward trend continues over time, investors 3 

might view this as a decline in the utility's sustainable growth rate and will 4 

have lower expectations regarding growth.  Using this same logic, if a new 5 

stock issue sells at a price per share that is the same as the pre-sale book 6 

value per share, there would be no impact on either the utility's earnings 7 

base or investor expectations. 8 

 9 

Q. Please explain how the external component of the DCF growth rate is 10 

determined. 11 

A. In his book, The Cost of Capital to a Public Utility,9 Dr. Myron Gordon, the 12 

individual responsible for the development of the DCF or constant growth 13 

model, identified a growth rate that includes both expected internal and 14 

external financing components.  The mathematical expression for Dr. 15 

Gordon's growth rate is as follows: 16 

     g = ( br ) + ( sv ) 17 

 where: g = DCF expected growth rate, 18 

   b = the earnings retention ratio, 19 

   r = the return on common equity, 20 

s = the fraction of new common stock sold that  21 

accrues to a current shareholder, and 22 
                                            
9 Gordon, M.J., The Cost of Capital to a Public Utility, East Lansing, MI: Michigan State 
University, 1974, pp. 30-33. 
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v = funds raised from the sale of stock as a fraction  1 

of existing equity. 2 

 and  v = 1 - [ ( BV ) ÷ ( MP ) ] 3 

 where: BV = book value per share of common stock, and 4 

   MP = the market price per share of common stock. 5 

 6 

Q. Did you include the effect of external equity financing on long-term growth 7 

rate expectations in your analysis of expected dividend growth for the DCF 8 

model? 9 

A. Yes.  The external growth rate estimate (sv) is displayed on Page 1 of 10 

Schedule WAR-4, where it is added to the internal growth rate estimate 11 

(br) to arrive at a final sustainable growth rate estimate. 12 

 13 

Q. Please explain why your calculation of external growth on page 2 of 14 

Schedule WAR-4, is the current market-to-book ratio averaged with 1.0 in 15 

the equation [(M ÷ B) + 1] ÷ 2. 16 

A. The market price of a utility's common stock will tend to move toward book 17 

value, or a market-to-book ratio of 1.0, if regulators allow a rate of return 18 

that is equal to the cost of capital (one of the desired effects of regulation).  19 

As a result of this situation, I used [(M ÷ B) + 1] ÷ 2 as opposed to the 20 

current market-to-book ratio by itself to represent investor's expectations 21 

that, in the future, a given utility will achieve a market-to-book ratio of 1.0. 22 

 23 
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Q. How did you develop your dividend growth rate estimate? 1 

A. I analyzed data on two separate proxy groups.  A water company proxy 2 

group comprised of four publicly traded water companies and a natural 3 

gas proxy group consisting of eight natural gas local distribution 4 

companies (“LDC”) which have similar operating characteristics to water 5 

providers. 6 

 7 

Q. Why did you use a proxy group methodology as opposed to a direct 8 

analysis of Arizona-American? 9 

A. One of the problems in performing this type of analysis is that the utility 10 

applying for a rate increase is not always a publicly traded company, as is 11 

the case with Arizona-American itself.  Although shares of Arizona-12 

American’s holding company, RWE AG of Germany, are traded in the U.S. 13 

in the form of American depository receipts or ADR’s (ticker symbol 14 

RWEOY in the case of RWE AG), there is no financial data available on 15 

dividends paid on publicly held shares of American Water, Arizona-16 

American or PV Water.  Consequently it was necessary to create a proxy 17 

by analyzing publicly traded water companies with similar risk 18 

characteristics. 19 

 20 

Q. Are there any other advantages to the use of a proxy? 21 

A. Yes.  As I noted earlier, the U.S. Supreme Court ruled in the Hope 22 

decision that a utility is entitled to earn a rate of return that is 23 



Direct Testimony of William A. Rigsby 
Docket No. W-01303A-05-0405 
 
 

 18

commensurate with the returns on investments of other firms with 1 

comparable risk.  The proxy technique that I have used derives that rate of 2 

return.  One other advantage to using a sample of companies is that it 3 

reduces the possible impact that any undetected biases, anomalies, or 4 

measurement errors may have on the DCF growth estimate. 5 

 6 

Q. What criteria did you use in selecting the companies that make up your 7 

water company proxy for Arizona-American? 8 

A. Three of the water companies used in the proxy are publicly traded on the 9 

New York Stock Exchange (“NYSE”), and one of them, Southwest Water 10 

Company is traded over the counter through the National Association of 11 

Securities Dealers Automated Quotation System (“NASDAQ”).  All four 12 

water companies are followed by The Value Line Investment Survey 13 

(“Value Line”) and are the same companies that comprise Value Line's 14 

large capitalization Water Utility Industry segment of the U.S. economy 15 

(Attachment A contains Value Line’s October 28, 2005 update of the water 16 

utility industry and evaluations of the four water companies used in my 17 

proxy). 18 

 19 

Q. What companies comprise your water company proxy group?    20 

A. My water company proxy group includes American States Water 21 

Company (stock ticker symbol “AWR”), Aqua America, Inc. (“WTR”), 22 

formerly known as Philadelphia Suburban Corporation, and California 23 
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Water Service Group (“CWT”).  The fourth water company, Southwest 1 

Water Company (“SWWC”), is a new addition to Value Line’s water 2 

industry segment and debuted in the October 28, 2005 edition of Value 3 

Line’s Ratings and Reports publication.    Each of these water companies 4 

face the same types of risk that Arizona-American’s PV Water system 5 

faces.   For the sake of brevity, I will refer to each of these companies by 6 

their appropriate stock ticker symbols henceforth. 7 

 8 

Q. Briefly describe the areas served by the companies in your water 9 

company sample proxy. 10 

A. In addition to providing water service to residents of Fountain Hills, 11 

Arizona, through its wholly owned subsidiary Chaparral City Water 12 

Company, AWR serves communities located in Los Angeles, Orange and 13 

San Bernardino counties in California.  CWT provides service to 14 

customers in seventy-five communities in California, New Mexico and 15 

Washington.  CWT’s principal service areas are located in the San 16 

Francisco Bay area, the Sacramento, Salinas and San Joaquin Valleys 17 

and parts of Los Angeles.  SWWC owns and manages regulated systems 18 

in California, New Mexico, Oklahoma and Texas.  WTR, is a holding 19 

company for a large number of water and wastewater utilities operating in 20 

nine different states including Pennsylvania, Ohio, New Jersey, Illinois, 21 

Main, North Carolina, Texas, Florida and Kentucky. 22 

 23 
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Q. Are these the same water companies that Arizona-American used in its 1 

application? 2 

A. Arizona-American’s cost of capital witness, Dr. Michael J. Vilbert, used the 3 

same four water companies included in my proxy.  In addition to these four 4 

companies, Dr. Vilbert also used four other water companies10 that are 5 

included in Value Line’s Small and Mid Cap Edition. 6 

 7 

Q. Why did you exclude the water companies that are followed in Value 8 

Line’s Small and Mid Cap Edition? 9 

A. Value Line does not provide the same type of forward-looking information 10 

(i.e. long-term estimates on return on common equity and share growth) 11 

on small and mid-cap companies that it provides on the four water 12 

companies that I used in my proxy.  Consequently, these water companies 13 

are not as suitable as the ones that I have used in my analysis. 14 

 15 

Q. What criteria did you use in selecting the eight natural gas LDC’s that 16 

make up your proxy for Arizona-American? 17 

A. As are the water companies that I just described, each of the natural gas 18 

LDC’s used in the proxy are publicly traded on a major stock exchange (all 19 

eight trade on the NYSE) and are followed by Value Line.  Each of the 20 

eight LDC’s are tracked in Value Line's natural gas (distribution) industry 21 

segment.  All of the companies in the proxy are engaged in the provision 22 

                                            
10 Connecticut Water Service, Inc., Middlesex Water Company, SJW Corp. and York Water Co. 
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of regulated natural gas distribution services.  Attachment B of my 1 

testimony contains Value Line’s most recent evaluation of the natural gas 2 

proxy group that I used for my cost of common equity analysis.   3 

 4 

Q. What companies are included your natural gas sample proxy? 5 

A. The eight natural gas LDC’s included in my proxy (and their NYSE ticker 6 

symbols) are Cascade Natural Gas Corporation (“CGC”), KeySpan Corp. 7 

(“KSE”), Laclede Group, Inc. (“LG”), Northwest Natural Gas Co. (“NWN”), 8 

Peoples Energy Corporation (“PGL”), South Jersey Industries, Inc. (“SJI”) 9 

Southwest Gas Corporation (“SWX”), which is the dominant natural gas 10 

provider in Arizona and presently has a rate application before the ACC, 11 

and WGL Holdings, Inc. (“WGL”). 12 

 13 

Q. Briefly describe the regions of the U.S. served by the eight natural gas 14 

LDC’s that make up your sample proxy. 15 

A. The eight LDC’s listed above provide natural gas service to customers in 16 

the Northeast (i.e. KSE which serves New York and New England), the 17 

Middle Atlantic region (i.e. SJI which serves southern New Jersey and 18 

WGL which serves the Washington D.C. metro area).  The Midwest (i.e. 19 

PGL which provides service to Chicago and its suburbs respectively, and 20 

LG which serves the St. Louis area), and the Pacific Northwest (i.e. CGC 21 

and NWN which serve Washington state and Oregon).  Portions of 22 

Arizona, Nevada and California are served by SWX. 23 
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Q. Please explain your DCF growth rate calculations for the sample 1 

companies used in your proxy. 2 

A. Schedule WAR-5 provides retention ratios, returns on book equity, internal 3 

growth rates, book values per share, numbers of shares outstanding, and 4 

the compounded share growth for each of the utilities included in the 5 

sample for the historical observation period 2000 to 2004.  Schedule 6 

WAR-5 also includes Value Line's projected 2005, 2006, and 2008-10 7 

values for the retention ratio, equity return, book value per share growth 8 

rate, and number of shares outstanding. 9 

 10 

Q. Please describe how you used the information displayed in Schedule 11 

WAR-5 to estimate each comparable utility's dividend growth rate. 12 

A. In explaining my analysis, I will use Southwest Water Company, 13 

(NASDAQ symbol SWWC) as an example.  The first dividend growth 14 

component that I evaluated was the internal growth rate.  I used the "b x r" 15 

formula (described on pages 9 and 10) to multiply SWWC's earned return 16 

on common equity by its earnings retention ratio for each year in the 2000 17 

to 2004 observation period to derive the utility's annual internal growth 18 

rates.  I used the mean average of this five-year period as a benchmark 19 

against which I compared the projected growth rate trends provided by 20 

Value Line.  Because an investor is more likely to be influenced by recent 21 

growth trends, as opposed to historical averages, the five-year mean 22 

noted earlier was used only as a benchmark figure.  As shown on 23 
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Schedule WAR-5, Page 1, SWWC had sustainable internal growth that 1 

averaged 5.44 percent over the course of the 2000 to 2004 observation 2 

period.  During this time frame, growth ranged from 7.22 percent in 2000, 3 

to 7.51 percent in 2001 but then fell to 5.91 percent in 2002.  Internal 4 

growth continued to decline from 5.81 percent in 2003 to 0.75 percent in 5 

the final year of the observation period.  Value Line’s analysts are 6 

optimistic for the future, projecting growth of 2.84% for 2005, followed by 7 

steady increases of 3.92% and 4.66% in the 2006 and 2008-10 time 8 

frames.  While a 5.00% to 5.50 percent rate of growth would appear to be 9 

reasonable, given the aforementioned information on the historic behavior 10 

of CWT’s internal growth rate, projections for 15 percent on earnings and 11 

9.00 percent on dividends by Value Line, lead me to believe that a 6.00% 12 

rate of growth appears to be within the realm of possibility for SWWC. 13 

 14 

Q. Please continue with the external growth rate component portion of your 15 

analysis. 16 

A. Schedule WAR-5 demonstrates that the pattern of share’s outstanding 17 

increased from 13.33 million to 19.40 during the 2000 to 2004 time frame.  18 

Despite this share growth of 9.84 percent during the observation period, 19 

Value Line is predicting that this level will increase to only 19.50 million in 20 

2005.  This trend is expected to continue during the 2006 and 2008-10 21 

time frames.   Value Line’s analysts are forecasting an increase of 21.50 22 

million shares outstanding by the end of 2010.  After weighing these 23 
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projections, I believe that a 2.00% growth in shares is not unreasonable 1 

for SWWC.  My final dividend growth rate estimate for SWWC is 7.09 2 

percent (6.00 percent internal + 1.09 percent external) and is shown on 3 

Page 1 of Schedule WAR-4. 4 

 5 

Q. What is your average dividend growth rate estimate using the DCF model 6 

for the sample water utilities? 7 

A. Based on the DCF model, my average dividend growth rate estimate is 8 

7.20 percent as displayed on page 1 of Schedule WAR-4. 9 

 10 

Q. Did you use the same approach to determine an average dividend growth 11 

rate for the proxy comprised of natural gas LDC’s? 12 

A. Yes. 13 

 14 

 Q. What is your average dividend growth rate estimate using the DCF model 15 

for the sample natural gas utilities? 16 

A. Based on the DCF model, my average dividend growth rate estimate is 17 

4.57 percent, which is also displayed on page 1 of Schedule WAR-4. 18 

 19 

 20 

 21 

… 22 

 23 



Direct Testimony of William A. Rigsby 
Docket No. W-01303A-05-0405 
 
 

 25

Q. How does your average dividend growth rate estimates on water 1 

companies compare to the growth rate data published by Value Line and 2 

other analysts? 3 

A. In the case of the water companies, my estimate falls between the 4 

projections of analysts at both Zacks Investment Research, Inc. (“Zacks”) 5 

and Value Line.  Schedule WAR-6 compares my sustainable growth 6 

estimates with the five-year projections of both Zacks (Attachment C) and 7 

Value Line.  The 7.20 percent estimate that I have calculated is 120 basis 8 

points higher than the projected 5-year EPS average of 6.00 percent for 9 

Zacks (Zack’s outlook for the water industry is 6.30 percent) and 47 basis 10 

points lower than the 7.67 percent projection by Value Line (which is an 11 

average of EPS, DPS and BVPS).  My 7.20 percent estimate is 335 basis 12 

points higher than the Value Line 5-year compound historical average also 13 

displayed in Schedule WAR-6.  This indicates that investors are expecting 14 

increased performance from water utilities in the future.  On balance, I 15 

would say my 7.20 percent estimate is a good representation of the 16 

growth projections that are available to the investing public. 17 

 18 

Q. How does your average dividend growth rate estimates on natural gas 19 

LDC’s compare to the growth rate data published by Value Line and other 20 

analysts? 21 

A. In regard to the natural gas LDC’s, my estimate falls 96 basis points below 22 

the projections of analysts at Zacks (Zack’s outlook for the natural gas 23 
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distribution industry is 9.20 percent) but only 3 basis points lower than 1 

Value Line.  However, as can also be seen on Schedule WAR-6, the 4.57 2 

percent estimate that I have calculated is 22 basis points higher than the 3 

average of the projected 5-year EPS means of 5.53 percent for Zacks, the 4 

4.60 percent projection by Value Line (which is an average of EPS, DPS 5 

and BVPS) and the five-year historical average of Value Line data on 6 

EPS, DPS and BVPS.  In fact, my 4.57 percent estimate is 99 basis points 7 

higher than the Value Line 5-year compound historical average just noted.  8 

As with water companies, this indicates that investors are expecting 9 

increased performance from natural gas distribution companies in the 10 

future.  In the case of the LDC’s I would say that my 4.57 percent 11 

estimate, which is very close to Value Line’s projections but somewhat 12 

lower than Zack’s estimates, is a fairly good representation of the growth 13 

projections presented by securities analysts at this point in time. 14 

 15 

Q. How did you calculate the dividend yields displayed in Schedule WAR-3? 16 

A. For both the water companies and the natural gas LDC’s I used the 17 

estimated annual dividends, for the next twelve-month period, that 18 

appeared in Value Line’s October 28, 2005 Ratings and Reports water 19 

services industry update and Value Line’s December 16, 2005 Ratings 20 

and Reports natural gas (Distribution) update.  I then divided those figures 21 

by the eight-week average price per share of the appropriate utility's 22 

common stock.  The eight-week average price is based on the daily 23 
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closing stock prices for each of the companies in my proxies for the period 1 

October 24, 2005 to December 16, 2005. 2 

 3 

Q. Based on the results of your DCF analysis, what is your cost of equity 4 

capital estimate for the water and natural gas companies included in your 5 

sample? 6 

A. As shown in Schedule WAR-2, the cost of equity capital derived from my 7 

DCF analysis is 9.50 percent for the water companies and 9.35 percent for 8 

the natural gas LDC’s. 9 

 10 

Capital Asset Pricing Model (CAPM) Method 11 

Q. Please explain the theory behind the capital asset pricing model (“CAPM”) 12 

and why you decided to use it as an equity capital valuation method in this 13 

proceeding. 14 

A. CAPM is a mathematical tool that was developed during the early 1960’s 15 

by William F. Sharpe11, the Timken Professor Emeritus of Finance at 16 

Stanford University, who shared the 1990 Nobel Prize in Economics for 17 

research that eventually resulted in the CAPM model.  CAPM is used to 18 

analyze the relationships between rates of return on various assets and 19 

risk as measured by beta.12   In this regard, CAPM can help an investor to 20 

                                            
11 William F. Sharpe, “A Simplified Model of Portfolio Analysis,” Management Science, Vol. 9, No. 
2 (January 1963), pp. 277-93. 
 
12  Beta is defined as an index of volatility, or risk, in the return of an asset relative to the return of 
a market portfolio of assets.  It is a measure of systematic or non-diversifiable risk.  The returns 
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determine how much risk is associated with a given investment so that he 1 

or she can decide if that investment meets their individual preferences.  2 

Finance theory has always held that as the risk associated with a given 3 

investment increases, so should the expected rate of return on that 4 

investment and vice versa.  According to CAPM theory, risk can be 5 

classified into two specific forms: nonsystematic or diversifiable risk, and 6 

systematic or non-diversifiable risk.  While nonsystematic risk can be 7 

virtually eliminated through diversification (i.e. by including stocks of 8 

various companies in various industries in a portfolio of securities), 9 

systematic risk, on the other hand, cannot be eliminated by diversification.  10 

Thus, systematic risk is the only risk of importance to investors.  Simply 11 

stated, the underlying theory behind CAPM states that the expected return 12 

on a given investment is the sum of a risk-free rate of return plus a market 13 

risk premium that is proportional to the systematic (non-diversifiable risk) 14 

associated with that investment.  In mathematical terms, the formula is as 15 

follows: 16 

     k = rf + [ ß ( rm - rf ) ] 17 

 where: k = cost of capital of a given security, 18 

   rf = risk-free rate of return, 19 

   ß = beta coefficient, a statistical measurement of a  20 

     security's systematic risk, 21 

                                                                                                                                  
on a stock with a beta of 1.0 will mirror the returns of the overall stock market.  The returns on 
stocks with betas greater than 1.0 are more volatile or riskier than those of the overall stock 
market; and if a stock's beta is less than 1.0, its returns are less volatile or riskier than the overall 
stock market.  



Direct Testimony of William A. Rigsby 
Docket No. W-01303A-05-0405 
 
 

 29

   rm = average market return (e.g. S&P 500), and 1 

   rm - rf = market risk premium. 2 

 3 

Q. What security did you use for a risk-free rate of return in your CAPM 4 

analysis? 5 

A. I used a six-week average on a 91-day Treasury Bill (“T-Bill”) rate.13  This 6 

resulted in a risk-free (rf) rate of return of 3.96 percent. 7 

 8 

Q. Why did you use the short-term T-Bill rate as opposed to the yield on an 9 

intermediate 5-year Treasury note or a long-term 30-year Treasury bond? 10 

A. Because a 91-day T-Bill presents the lowest possible total risk to an 11 

investor.  As citizens and investors, we would like to believe that U.S. 12 

Treasury securities (which are backed by the full faith and credit of the 13 

United States Government) pose no threat of default no matter what their 14 

maturity dates are.  However, a comparison of various Treasury 15 

instruments will reveal that those with longer maturity dates do have 16 

slightly higher yields.  Treasury yields are comprised of two separate 17 

components,14 a true rate of interest (believed to be approximately 2.00 18 

percent) and an inflationary expectation.  When the true rate of interest is 19 

subtracted from the total treasury yield, all that remains is the inflationary 20 
                                            
13 A six-week average was computed for the current rate using 91-day T-Bill quotes listed in 
Value Line’s Selection and Opinion newsletter from November 11, 2005 to December 16, 2005. 
 
14 As a general rule of thumb, there are three components that make up a given interest rate or 
rate of return on a security: the true rate of interest, an inflationary expectation, and a risk 
premium.  The approximate risk premium of a given security can be determined by simply 
subtracting a 91-day T-Bill rate from the yield on the security. 
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expectation.  Because increased inflation represents a potential capital 1 

loss, or risk, to investors, a higher inflationary expectation by itself 2 

represents a degree of risk to an investor.  Another way of looking at this 3 

is from an opportunity cost standpoint.  When an investor locks up funds in 4 

long-term T-Bonds, compensation must be provided for future investment 5 

opportunities foregone.  This is often described as maturity or interest rate 6 

risk and it can affect an investor adversely if market rates increase before 7 

the instrument matures (a rise in interest rates would decrease the value 8 

of the debt instrument).  As discussed earlier in the DCF portion of my 9 

testimony, this compensation translates into higher rates of returns to the 10 

investor.  Since a 91-day T-Bill presents the lowest possible total risk to an 11 

investor, it more closely meets the definition of a risk-free rate of return 12 

and is the more appropriate instrument to use in a CAPM analysis. 13 

 14 

Q. How did you calculate the market risk premium used in your CAPM 15 

analysis? 16 

A. I used both a geometric and an arithmetic mean of the historical returns on 17 

the S&P 500 index from 1926 to 2004 as the proxy for the market rate of 18 

return (rm).  The risk premium (rm - rf) that results by using the geometric 19 

mean calculation for rm is equal to 6.44 percent (10.40% - 3.96% = 20 

6.44%).  The risk premium that results by using the arithmetic mean 21 

calculation for rm is 8.44 percent (12.40% - 3.96% = 8.44%).  22 

 23 
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Q. How did you select the beta coefficients that were used in your CAPM 1 

analysis? 2 

A. The beta coefficients (ß), for the individual utilities used in both my 3 

proxies, were calculated by Value Line and were current as of October 28, 4 

2005 for the water companies and December 16, 2005 for the natural gas 5 

LDC’s.  Value Line calculates its betas by using a regression analysis 6 

between weekly percentage changes in the market price of the security 7 

being analyzed and weekly percentage changes in the NYSE Composite 8 

Index over a five-year period.  The betas are then adjusted by Value Line 9 

for their long-term tendency to converge toward 1.00.  The beta 10 

coefficients for the service providers included in my water company 11 

sample ranged from 0.65 to 0.80 with an average beta of 0.73.  The beta 12 

coefficients for the LDC’s included in my natural gas sample ranged from 13 

0.65 to 0.85 with an average beta of 0.78. 14 

 15 

Q. What are the results of your CAPM analysis? 16 

A. As shown on pages 1 and 2 of Schedule WAR-7, my CAPM calculation 17 

using a geometric mean for rm results in an average expected return of 18 

8.63 percent for the water companies and 8.99 percent for the natural gas 19 

LDC’s.  My calculation using the arithmetic mean results in an average 20 

expected return of 10.08 percent for the water companies and 10.55 21 

percent for the natural gas LDC’s.  Although there is some debate on this 22 

point, I believe that the consensus among financial analysts appears to be 23 
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that the arithmetic mean is the better of the two averages.  For this 1 

reason, I believe that the 10.08 percent estimate for water and the 10.55 2 

percent figure for gas are the better checks on the results of my respective 3 

DCF analyses for water and gas. 4 

 5 

Q. Please summarize the results derived under each of the methodologies 6 

presented in your testimony. 7 

A. The following is a summary of the cost of equity capital derived under 8 

each methodology used: 9 

   METHOD    RESULTS 10 

   DCF (Water Sample)          9.50% 11 

   DCF (Natural Gas Sample)         9.35% 12 

   CAPM (Water Sample)       8.63% – 10.08% 13 

   CAPM (Natural Gas)       8.99% – 10.55% 14 

Based on these results, my best estimate of an appropriate range for the 15 

cost of equity is from 8.63 percent to 10.55 percent.  My final 16 

recommendation is a 10.00 percent return for Arizona-American’s cost of 17 

equity capital. 18 

 19 

Q How did you arrive at your recommended 10.00 percent cost of common 20 

equity? 21 

A. My recommended 10.00 percent cost of common equity is the 9.50 22 

percent result of my DCF analysis for water companies plus an additional 23 
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50 basis points for the increased financial risk faced by Arizona-American 1 

as a result of the Company’s debt heavy capital structure.   2 

 3 

Q. Why have you made a 50 basis point upward adjustment to the results of 4 

your DCF analysis? 5 

A. The 50 basis point adjustment takes into consideration the higher level of 6 

debt in the Company’s capital structure.  My recommended capital 7 

structure for Arizona-American is comprised of approximately 63.0 percent 8 

common equity capital and 37.0 percent debt.  This capital structure has a 9 

larger percentage of debt than the capital structures of the four water 10 

companies and eight natural gas LDC’s that I included in my DCF and 11 

CAPM proxies.  As can be seen in Schedule WAR-9, the utilities included 12 

in my samples had capital structures of approximately of 50 percent 13 

common equity and 50 percent debt, for water providers, and roughly 47 14 

percent common equity and 53 percent debt for natural gas LDC’s.   15 

Because Arizona-American’s capital structure has a higher percentage of 16 

debt, the Company faces a higher level of financial risk (i.e. the risk of not 17 

being able to meet debt service obligations) than the companies in my 18 

proxies.  For this reason a higher cost of equity is warranted and I have 19 

decided to make such an adjustment.  In this case, the 10.00 percent 20 

return on common equity that I am recommending falls slightly below a 21 

mean average of the higher 9.50 percent DCF result that I obtained using 22 
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a proxy of water utilities and the higher 10.55 percent CAPM result that I 1 

obtained from my proxy of riskier LDC’s. 2 

 3 

Q. Is this the method that you have typically used to determine the cost of 4 

equity capital in prior rate case proceedings? 5 

A. Typically yes.  With a few exceptions I have generally used the results 6 

obtained from the DCF model as a basis for my final recommended cost of 7 

equity capital while using the CAPM as a check on DCF results.  My 8 

decision to add another 50 basis points to my 9.50 percent DCF estimate 9 

(for water providers) is consistent with the manner in which I arrived at my 10 

9.61 percent cost of common equity for Arizona-American in the 11 

Company’s most recent rate case proceeding before the Commission.  In 12 

that case, the ACC eventually adopted ACC Staff’s cost of common equity 13 

recommendation of 9.00 percent, which also included a 50 basis point 14 

adder for the Company’s higher level of debt15.   15 

  16 

Current Economic Environment 17 

Q. Please explain why it is necessary to consider the current economic 18 

environment when performing a cost of equity capital analysis for a 19 

regulated utility. 20 

A. Consideration of the economic environment is necessary because trends 21 

in interest rates, present and projected levels of inflation, and the overall 22 
                                            
15  Decision No. 67093, dated June 30, 2004 
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state of the U.S. economy determine the rates of return that investors earn 1 

on their invested funds.  Each of these factors represent potential risks 2 

that must be weighed when estimating the cost of equity capital for a 3 

regulated utility and are, most often, the same factors considered by 4 

individuals who are investing in non-regulated entities also. 5 

 6 

Q. Please discuss your analysis of the current economic environment. 7 

A. My analysis includes a brief review of the economic events that have 8 

occurred since 1990.  Schedule WAR-8 displays various economic 9 

indicators and other data that I will refer to during this portion of my 10 

testimony. 11 

 In 1991, as measured by the most recently revised annual change in 12 

gross domestic product (“GDP”), the U.S. Economy experienced a rate of 13 

growth of negative 0.20 percent.  This decline in GDP marked the 14 

beginning of a mild recession that ended sometime before the end of the 15 

first half of 1992.  Reacting to this situation, the Federal Reserve Board 16 

(“Federal Reserve” or “Fed”), chaired by noted economist Alan 17 

Greenspan, lowered its benchmark federal funds rate16 in an effort to 18 

further loosen monetary constraints - an action that resulted in lower 19 

interest rates. 20 

                                            
16 The interest rate charged by banks with excess reserves at a Federal Reserve district bank to 
banks needing overnight loans to meet reserve requirements.  The federal funds rate is the most 
sensitive indicator of the direction of interest rates, since it is set daily by the market, unlike the 
prime rate and the discount rate, which are periodically changed by banks and by the Federal 
Reserve Board, respectively.  
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 During this same period, the nation's major money center banks followed 1 

the Federal Reserve's lead and began lowering their interest rates as well.  2 

By the end of the fourth quarter of 1993, the prime rate (the rate charged 3 

by banks to their best customers) had dropped to 6.00 percent from a 4 

1990 level of 10.01 percent.  In addition, the Federal Reserve's discount 5 

rate on loans to its member banks had fallen to 3.00 percent and short-6 

term interest rates had declined to levels that had not been seen since 7 

1972. 8 

 Although GDP increased in 1992 and 1993, the Federal Reserve took 9 

steps to increase interest rates beginning in February of 1994, in order to 10 

keep inflation under control.  By the end of 1995, the Federal discount rate 11 

had risen to 5.21 percent.  Once again, the banking community followed 12 

the Federal Reserve's moves.  The Fed’s strategy, during this period, was 13 

to engineer a "soft landing."  That is to say that the Federal Reserve 14 

wanted to foster a situation in which economic growth would be stabilized 15 

without incurring either a prolonged recession or runaway inflation. 16 

 17 

Q. Did the Federal Reserve achieve its goals during this period? 18 

A. The Fed's strategy of decreasing interest rates to stimulate the economy 19 

worked.  The annual change in GDP began an upward trend in 1992.  A 20 

change of 4.50 percent and 4.20 percent were recorded at the end of 21 

1997 and 1998 respectively.  Based on daily reports that were presented 22 

in the mainstream print and broadcast media during most of 1999, there 23 
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appeared to be little doubt among both economists and the public at large 1 

that the U.S. was experiencing a period of robust economic growth 2 

highlighted by low rates of unemployment and inflation.  Investors, who 3 

believed that technology stocks and Internet company start-ups (with little 4 

or no history of earnings) had high growth potential, purchased these 5 

types of issues with enthusiasm.  These types of investors, who exhibited 6 

what Chairman Greenspan described as “irrational exuberance,” pushed 7 

stock prices and market indexes to all time highs from 1997 to 2000. 8 

 9 

Q. What has been the state of the economy over the last five years? 10 

A. The U.S. economy entered into a recession around the end of the first 11 

quarter of 2001.  The bullish trend, which had characterized the last half of 12 

the 1990’s, had already run its course sometime during the third quarter of 13 

2000.   Economic data released since the beginning of 2001 had already 14 

been disappointing during the months preceding the September 11, 2001 15 

terrorist attacks on the World Trade Center and the Pentagon.  Slower 16 

growth figures, rising layoffs in the high technology manufacturing sector, 17 

and falling equity prices (due to lower earnings expectations) prompted 18 

the Fed to begin cutting interest rates as it had done in the early 1990’s.  19 

The now infamous terrorist attacks on New York City and Washington 20 

D.C. marked a defining point in this economic slump and prompted the 21 

Federal Reserve to continue its rate cutting actions through December 22 

2001.  Prior to the 9/11 attacks, commentators, reporting in both the 23 
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mainstream financial press and various economic publications including 1 

Value Line, believed that the Federal Reserve Chairman was cutting rates 2 

in the hope of avoiding the recession that the U.S. is still in the process of 3 

recovering from. 4 

Despite several intervals during 2002 and 2003 in which the Federal Open 5 

Market Committee (“FOMC”) decided not to change interest rates, moves 6 

which indicated that the worst may be over and that the current recession 7 

might have bottomed out during the last quarter of 2001, a lackluster 8 

economy persisted.  The continuing economic malaise and even fears of 9 

possible deflation prompted the FOMC to make a thirteenth rate cut on 10 

June 25, 2003.  The quarter point cut reduced the federal funds rate to 11 

1.00 percent, the lowest level in 45 years. 12 

Even though some signs of economic strength, that were mainly attributed 13 

to consumer spending, began to crop up during the latter part of 2002 and 14 

into 2003, Chairman Greenspan appeared to be concerned with sharp 15 

declines in capital spending in the business sector.  16 

During the latter part of 2003, the FOMC went on record as saying that it 17 

intended to leave interest rates low “for a considerable period.”  After its 18 

two-day meeting that ended on January 28, 2004, the FOMC stated “that 19 

with inflation ‘quite low’ and plenty of excess capacity in the economy, 20 

policy-makers ‘can be patient in removing its policy accommodation.’”17  21 

   22 

                                            
17 Wolk, Martin, “Fed leaves short-term rates unchanged,” MSNBC, January 28, 2004. 
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Q. What actions has the Federal Reserve taken in terms of interest rates 1 

since the beginning of 2001? 2 

A. As noted earlier, from January 2001 to June 2003 the Federal Reserve cut 3 

interest rates a total of thirteen times.  During this period, the federal funds 4 

rate fell from 6.50 percent to 1.00 percent.  The FOMC reversed this trend 5 

on June 29, 2004 and raised the federal funds rate 25 basis points to 1.25 6 

percent.  Between June 29, 2004 and December 13, 2005, the FOMC has 7 

raised the federal funds rate twelve more times to its current level of 4.25 8 

percent (the next scheduled meeting of the FOMC will be on January 31, 9 

2006).  As expected, banks have followed the Fed’s lead and have 10 

boosted the prime rate to its current level of 7.25 percent.  According to an 11 

article that appeared in the December 2, 2004 edition of The Wall Street 12 

Journal, the FOMC’s decision to begin raising rates was viewed as a 13 

move to increase rates from emergency lows in order to avoid creating an 14 

inflation problem in the future as opposed to slowing down the 15 

strengthening economy18.  In other words, the Fed was trying to head off 16 

inflation before it became a problem. 17 

Since it began increasing the federal funds rate in June 2004, the Federal 18 

Reserve had stated that it would increase rates at a “measured” pace.  19 

 Many analysts and economists interpreted this language to mean that 20 

Chairman Greenspan would be cautious in increasing interest rates too 21 

                                            
18 McKinnon, John D. and Greg IP, “Fed Raises Rates by a Quarter Point,” The Wall Street 
Journal, September 22, 2004. 
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quickly in order to avoid what is considered to be one of the Fed’s few 1 

blunders during Greenspan’s tenure – a series of increases in 1994 that 2 

caught the financial markets by surprise after a long period of low rates.  3 

The rapid rise in rates resulted in financial turmoil, which contributed to the 4 

bankruptcy of Orange County, California and the Mexican peso crisis19. 5 

  6 

Q. Putting this all into perspective, how have the Fed’s actions over the past 7 

five years affected benchmark rates? 8 

A. Virtually all of the benchmark rates have fallen to levels not seen in over 9 

forty-five years.  The Fed’s actions have had the overall effect of reducing 10 

the cost of many types of business and consumer loans.  Despite the 11 

recent increases in the federal funds rate, the federal discount rate (the 12 

rate charged to member banks) has fallen from 5.73 percent in 2000, to its 13 

present level of 5.25 percent.  Despite recent increases by the FOMC, 14 

rates are still at historically low levels. 15 

 16 

Q. What has been the trend in other leading interest rates over the last year? 17 

A. As of December 20, 2005, all of the leading interest rates have edged up.  18 

The prime rate has increased from 5.00 percent a year ago to a current 19 

level of 7.25 percent.  The benchmark federal funds rate, just discussed, 20 

has increased from 2.00 percent, in December 2004, to its current level of 21 

4.25 percent (the result of the thirteen quarter point increases noted 22 

                                            
19 Associated Press (AP), “Fed begins debating interest rates” USA Today, June 29, 2004. 



Direct Testimony of William A. Rigsby 
Docket No. W-01303A-05-0405 
 
 

 41

earlier).  The yields on all maturities of U.S. Treasury instruments, with the 1 

exception of the 30-year and 30-year zero coupon bonds, which have 2 

fallen 16, and 31 basis points respectively since December 2004, have 3 

increased over the past year.  This unusual situation, in which long-term 4 

rates are falling as short-term rates are rising, is creating a flat yield curve 5 

that has been described by Chairman Greenspan as a “conundrum.”20  6 

The 91-day T-bill rate, used in my CAPM analysis, has increased from 7 

2.23 percent, in December 2004, to 3.93 percent today.   The 1-Year 8 

Treasury Constant Maturity rate has also increased from 2.59 percent 9 

over the past year to 4.35 percent today.  Again, these levels are still low 10 

when they are compared with yields during the early nineties displayed on 11 

Schedule WAR-8. 12 

 13 

Q. How have economists and members of the investment community viewed 14 

the Fed’s rate actions since June 2004? 15 

A. The change in the Fed’s language from “considerable period” to “patient” 16 

to “measured,” that have been noted through the course of my testimony, 17 

has pretty much summed up the Fed’s course of action during the 18 

economic recovery that is still in progress.  In his October 2004 column for 19 

Wells Capital Management’s (“Wells”) Monthly Market Outlook publication, 20 

Senior Economist Gary E. Schlossberg viewed the Fed’s credit tightening 21 

action as a trend that would likely continue barring an unraveling of the 22 

                                            
20  Wolk, Martin,  “Greenspan wrestling with rate 'conundrum',” MSNBC, June 8, 2005.   
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economic recovery, a major disruption in the financial markets or a 1 

renewed threat of declining prices.  Mr. Schlossberg believed then that the 2 

Fed was determined to engineer a fundamental shift from its past policy of 3 

“aggressive accommodation” to what he considered to be a more “neutral” 4 

policy stance (determined by both the rate of inflation and an additional 5 

“premium” of possibly 1.00 percent to 1.50 percent) via a series of rapid 6 

fire quarter-point (i.e. 25 basis points) increases that will result in a federal 7 

funds rate of 4.00 percent to 4.50 percent by the end of 2005.  Mr. 8 

Schlossberg’s expectation of future incremental increases in the federal 9 

funds rate was also shared at the time by Mickey Levy, Chief Economist 10 

for Bank of America, and by Value Line analysts.  In the October 1, 2004 11 

edition of Value Line’s “Selection & Opinion” publication, Value Line’s 12 

analysts stated that they believed that the Fed was following a prudent 13 

course.  In their opinion the Fed’s interest rate cutting helped to avoid a 14 

more serious recession and the Fed’s present course of action will help to 15 

insure that the current upturn in the economy is sustained while keeping 16 

inflation low and under control at the same time.    17 

 18 

Q. What is the current outlook for interest rates, inflation, and the economy? 19 

A. The views expressed by Messrs Levy and Schlossberg during the last 20 

quarter of 2004 have only been off target by about three months.  A recent 21 
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article21 in the January 4, 2006 edition of The Wall Street Journal reported 1 

that, according to the minutes of the FOMC’s December 2005 meeting, 2 

members of the Fed’s rate setting board are less worried about inflation 3 

and may only raise interest rates one or two more times in the coming 4 

months.  If the Fed continues its trend of raising rates in 25 basis point 5 

increments, the federal funds rate should level off at either 4.50 percent or 6 

4.75 percent within the first quarter of 2006. 7 

According to analysts and economists at both Value Line and Wells, the 8 

overall outlook for economic growth, and the current low interest rate 9 

environment, appears to be good despite a moderate pace of GDP growth 10 

and higher oil prices.  In their most recent Selection & Opinion outlook 11 

published on Friday, December 30, 2005, Value Line analysts stated the 12 

following: 13 

  “Now as  we  look to a new  year, we  find  that the economic   14 
  indicators are again positive, with the nation’s gross domestic 15 

product  likely  to increase by  around 3.5%.  Oil prices, which 16 
briefly  topped  $70  a barrel before settling in at a slightly less  17 
alarming  $55-$65, will  probably stay fairly close to their more  18 
recent  range,  absent  any  global  or  domestic shocks.  Such 19 
relative  stability  is likely  to keep inflationary  excesses at bay 20 
and encourage the Fed to call a halt to its monetary tightening 21 
efforts rather early in the new year.” 22 

The following quote22 by Wells’ Chief Investment Strategist, James W. 23 

Paulsen, Ph.D., had this to say: 24 

 “While  we  believe  that  the  stock market will be dictated by the 25 
pace  of  real  economic  growth  this year,  the bond market and  26 
Fed actions will  depend on the  direction of  core consumer price 27 
inflation.  Until now, Fed  policy  has been  aimed at reversing the 28 

                                            
21 Ip, Greg,  “Fed Suggests It’s Close to Ending Run of Interest Rate Rises,” The Wall Street 
Journal, January  4, 2006. 
22 Wells Capital Management’s Economic and Market Perspective, January 2006, Page 1. 
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emergency  discount  and returning short-term interest rates back  1 
to a neutral range. Future policy actions will now depend primarily 2 
on inflation evidence.  Throughout  this recovery  the bond market  3 
has consistently shown a newfound attitude – ‘strong real economic  4 
growth  doesn’t  scare me, only  evidence  of  actual core  inflation  5 
will get me to raise yields’.” 6 
 7 

 8 

Q. How has the water industry segment of the U.S. economy fared recently? 9 

A. In his October 28, 2005 update on the water services industry, Value Line 10 

analyst Andre Costanza stated that after a rebound in 2004, the industry 11 

had reverted back to having trouble meeting earnings expectations as a 12 

result of weather conditions and infrastructure costs.  Mr. Costanza also 13 

went on to say that the companies included in my proxy had posted “a 14 

solid earnings recovery” during 2004. Although none of the water utilities 15 

followed by Value Line stand out for capital gains potential, they do offer 16 

above average dividend yields and should be attractive to income oriented 17 

investors according to Mr. Costanza (Attachment A). 18 

 19 

Q. What has been the trend in Value Line’s return on common equity 20 

projections for the water utility industry over the last six years? 21 

A. Up until this year, and with the exception of 2003, Value Line’s analysts 22 

have been making downward projections on water industry book returns 23 

on common equity (“ROE”).  The following is a summary of Value Line’s 24 

water utility industry composite statistics on ROE, over the aforementioned 25 

period, which are exhibited in Attachment D of my testimony: 26 

 27 
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Value Line Published Projected Returns 2000 – 2005 1 

         2000  2001 2003-05 2 

 Value Line ROE Projection – Nov. 3, 2000 11.0% 11.0%    12.0% 3 

         2001  2002 2004-06 4 

  Value Line ROE Projection – Nov. 2, 2001 10.5% 11.0%    11.5% 5 

         2002  2003 2005-07 6 

  Value Line ROE Projection – Nov. 1, 2002 10.0% 10.5%    11.5% 7 

 2003  2004 2006-08 8 

  Value Line ROE Projection – Oct. 31, 2003 10.0% 11.0%    12.0% 9 

 2004  2005 2007-09 10 

  Value Line ROE Projection – Oct. 29, 2004  9.5%   9.5%    10.0% 11 

 2005  2006 2008-10 12 

  Value Line ROE Projection – Oct. 28, 2005 11.0% 11.0%    11.5% 13 

 14 

  Value Line  Published Actual Returns 2001 - 2005 15 

 2001   2002  2003  2004 16 

   Value Line historic Returns – Oct. 28, 2005 10.7%  11.2%   8.8%   10.7% 17 

   18 

In addition to the downward trend in projections that I just addressed, the 19 

above summary also illustrates the fact that Value Line’s analysts have 20 

been somewhat more optimistic in their forward-looking one-year and 21 

long-term projections.  As can be seen below, Value Line’s analysts have 22 

been somewhat high in their coming year projections on ROE. 23 

 Value Line   Actual Book 24 
Year   Projected Return on ROE            Difference   25 

 26 
2001         11.0%                 10.7%   -30 Basis Points 27 
2002         11.0%                 11.2%    20 Basis Points 28 
2003         10.5%       8.8% -170 Basis Points 29 
2004         11.0%      10.7%   -30 Basis Points 30 
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 As can be seen above, with the exception of the 2002 operating period, 1 

Value Line’s analyst’s projections on water utility ROE’s from one year out 2 

were 30 to 170 basis points higher than the actual returns booked by the 3 

water utilities (this is why I only rely on Value Line projections as guides in 4 

developing my growth estimates for the DCF model).   5 

   6 

Q. Please summarize how the economic data just presented relates to 7 

Arizona-American.     8 

A. The current benign rate of inflation translates into stable and even possibly 9 

declining prices for goods and services, which in turn means that Arizona-10 

American can expect its present operating expenses to either remain 11 

stable or possibly decline in the coming years.  Lower interest rates would 12 

also benefit Arizona-American in regard to any short or long-term 13 

borrowing needs that the Company may have.  Lower interest rates, would 14 

further help to accelerate growth in new construction projects and home 15 

developments (which have been on an upward trend according to 16 

information presented by Value Line) in the Company’s service territories, 17 

and may result in new revenue streams to Arizona-American. 18 

 19 

 20 

… 21 

 22 

 23 
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Q. After weighing the economic information that you've just discussed, do you 1 

believe that the 10.00 percent cost of equity capital that you have 2 

estimated is reasonable for Arizona-American? 3 

A. I believe that my recommended 10.00 percent cost of equity will provide 4 

Arizona-American with a reasonable rate of return on the Company's 5 

invested capital when economic data on interest rates (that are still low by 6 

historical standards), continued growth in new housing construction 7 

(attributed to historically low interest rates), and the low and stable outlook 8 

for inflation are all taken into consideration.  As I noted earlier, the Hope 9 

decision determined that a utility is entitled to earn a rate of return that is 10 

commensurate with the returns it would make on other investments with 11 

comparable risk.  I believe that my DCF analysis has produced such a 12 

return.  The results that I have obtained are consistent with Value Line's 13 

view that the water utility stocks included in my proxy “offer an above 14 

average dividend yield.”  15 

 16 

 17 

 18 

 19 

 20 

 21 

… 22 

 23 
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CAPITAL STRUCTURE 1 

Q. Have you reviewed Arizona-American's testimony regarding the 2 

Company's proposed capital structure? 3 

A. Yes, I have. 4 

 5 

Q. Please describe the Company's proposed capital structure. 6 

A. The Company is proposing a capital structure comprised of approximately 7 

63.0 percent common equity and 37.0 percent debt.   8 

 9 

Q. What capital structure are you proposing for Arizona-American? 10 

A. I have adopted the Company-proposed capital structure. 11 

   12 

Q. Is Arizona-American’s capital structure in line with industry averages? 13 

A. No.  As discussed earlier, Arizona-American’s capital structure is heavier 14 

in debt than the capital structures of the other water companies included in 15 

my cost of capital analysis (Schedule WAR-9).  The capital structures for 16 

those utilities averaged 50.1 percent for debt and 49.9 percent for equity 17 

(49.8 percent common equity  + 0.1 percent preferred equity). 18 

 19 

Q. In terms of risk, how does Arizona-American’s capital structure compare to 20 

the water utilities in your sample? 21 

A. The water utilities in my sample would be considered as having a lower 22 

level of financial risk (i.e. the risk associated with debt repayment) 23 
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because of their lower levels of debt.  The additional financial risk due to 1 

debt leverage is embedded in the cost of equities derived for those 2 

companies through the DCF analysis.  Thus, the cost of equity derived in 3 

my DCF analysis is applicable to companies that are not as leveraged 4 

and, theoretically speaking, not as risky than a utility with a level of debt 5 

similar to Arizona-American’s.  In the case of a publicly traded company, 6 

such as those included in my proxy, a company with Arizona-American's 7 

level of debt would be perceived as having a higher level of financial risk 8 

and would therefore also have a higher expected return on common 9 

equity.  10 

 11 

Q. Have you made an adjustment to your DCF estimate based on this 12 

perception of higher financial risk? 13 

A. Yes.  As I explained earlier, I have made a 50 basis point adjustment to 14 

my recommended cost of equity based on the results of my DCF and 15 

CAPM analyses. 16 

 17 

Q. Have you reviewed the Arizona-American’s testimony on the Company-18 

proposed cost of debt? 19 

A. Yes, I have reviewed the testimony prepared by Mr. David P. Stephenson, 20 

the Company’s Rate Regulation Manager for the Western Region of 21 

American Water Works Company. 22 

 23 
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Q. Briefly explain how Arizona-American calculated the Company-proposed 1 

cost of debt. 2 

A. The Company-proposed cost of debt is the weighted cost of Arizona-3 

American’s various debt instruments that were issued to finance assets 4 

that were in place during the Test Year.  In arriving at the Company-5 

proposed weighted cost of these instruments, Mr. Stephenson made an 6 

upward adjustment to the cost of two issues of long-term promissory notes 7 

that will be refinanced in November of 2006 when they are scheduled to 8 

mature.  Mr. Stephenson’s adjustment resulted in a 70 basis point 9 

increase, which puts the cost of the notes at 5.71 percent.  10 

 11 

Q. Do you agree with Mr. Stephenson’s adjustment? 12 

A. Yes.  Mr. Stephenson stated in his testimony that the Company is rated A 13 

by Standard and Poor’s and Baa 1 by Moody’s.  At the time that he wrote 14 

his testimony, A and Baa rated utility bonds had an average yield of 5.74 15 

percent.  As of January 6, 2006, A and Baa rated utility bonds had an 16 

average yield of 5.72 percent which is just slightly higher than Mr. 17 

Stephenson’s adjusted cost.  Given the current outlook on the near-term 18 

direction of interest rates, I believe that Mr. Stephenson’s adjustment is 19 

reasonable. 20 

 21 

Q. Have you accepted the Company's 5.42 percent cost of long-term debt? 22 

A. Yes I have. 23 
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Q. How does your recommended cost of equity capital compare with the cost 1 

of equity capital proposed by the Company? 2 

A. The 12.00 percent cost of equity capital proposed by the Company’s cost 3 

of capital witness is 200 basis points higher than the 10.00 percent cost of 4 

equity capital that I am recommending. 5 

 6 

Q. How does the Company's proposed weighted cost of capital compare with 7 

your recommendation? 8 

A. The Company has proposed a weighted cost of capital of 7.84 percent.  9 

This composite figure is the result of a weighted average of Arizona-10 

American's proposed 5.42 percent cost of debt and a 12.00 percent cost 11 

of equity capital.  The Company-proposed 7.84 percent weighted cost of 12 

capital is 74 basis points higher than the 7.10 percent weighted cost that I 13 

am recommending. 14 

 15 

COMMENTS ON ARIZONA-AMERICAN'S COST OF EQUITY CAPITAL  16 

TESTIMONY 17 

Q. Who estimated the Company-proposed cost of equity capital? 18 

A. Dr. A. Lawrence Kolbe and Dr. Thomas M. Vilbert (who I noted earlier in 19 

my testimony) estimated the Company-proposed cost of equity capital for 20 

PV Water.  Both witnesses are principals of the Brattle Group, a consulting 21 

firm located in Cambridge, Massachusetts.  22 

 23 
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Q. Briefly describe Dr. Kolbe’s testimony. 1 

A. Dr. Kolbe’s testimony presents a final cost of common equity estimate of 2 

12 percent to 13 percent for Paradise Valley based on the results of the 3 

cost of equity analysis performed by Dr. Vilbert and on his own work on 4 

how the cost of common equity is impacted by the level of debt that a 5 

utility has. 6 

 7 

Q. What methods did Dr. Vilbert use to arrive at his cost of common equity? 8 

A. Dr. Vilbert used two methods to estimate a cost of equity capital.  The 9 

DCF method and what he refers to in his testimony as a risk positioning 10 

method, which utilizes both the CAPM and empirical CAPM (“ECAPM”) 11 

models.   Dr. Vilbert places more emphases on the results of his risk 12 

positioning analysis as opposed to the DCF.  In making his final cost of 13 

equity estimates for each methodology that he uses, Dr. Vilbert makes the 14 

upward adjustments advocated by Dr. Kolbe in order to arrive at an after 15 

tax weighted average cost of capital (“ATWACC”) for PV Water. 16 

 17 

Q. Were there any differences in the way that you conducted your DCF 18 

analysis and the way that Dr. Vilbert conducted his? 19 

A. Yes, Dr. Vilbert conducted two separate DCF analyses.  His first DCF 20 

analysis is a one-step constant growth model, similar to the one that I 21 

used, which uses a proxy of eight water providers.  Dr. Vilbert’s second 22 
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DCF analysis is a variation on the two-step or multi-stage growth DCF 1 

model.  2 

 3 

Q. Why didn’t you conduct a multi-stage DCF analysis like the one conducted 4 

by Dr. Vilbert? 5 

A. Primarily because the growth rate component that I estimated for my 6 

single-stage model already takes into consideration both the near-term 7 

and long-term growth rate projections that Dr. Vilbert averaged in his 8 

multi-stage model.  This being the case, I saw no need to conduct a 9 

separate DCF analysis.  As I pointed out earlier in my testimony, the 10 

method that I used also takes into consideration analysts’ tendency to 11 

make overly optimistic growth estimates.  This tendency, referred to as 12 

optimism bias by Dr. Vilbert, is addressed in Appendix C of his testimony 13 

and, according to Dr. Vilbert, is eliminated by the use of a long-term 14 

growth rate estimate for gross domestic product (“GDP”) in his multi-stage 15 

model. 16 

 17 

Q. What is the difference between your DCF results and Dr. Vilbert’s first 18 

DCF result? 19 

A. The 9.50 percent cost of common equity derived in my DCF analysis, that 20 

uses an average of four sample water companies, is 100 to 130 basis 21 

points lower than the averages of 10.50 to 10.80 percent derived in Dr. 22 

Vilbert’s one-step DCF analysis, which is an average of eight sample 23 
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water companies (as exhibited in column 3 of Table No. MJV-7 of Dr. 1 

Vilbert’s testimony).  This comparison does not include a number of other 2 

factors (i.e. debt and equity ratios and income tax rates) which Dr. Vilbert 3 

employs to reduce the aforementioned averages to a range of 8.10 to 8.20 4 

percent respectively for the ATWACC displayed on page 50 of his 5 

testimony. 6 

 7 

Q. Please explain why your 9.50 percent DCF result is 100 to 130 basis 8 

points lower than the 10.50 to 10.80 percent range produced in Dr. 9 

Vilbert’s one-step DCF model. 10 

A. One reason is the dividend yield calculation, which can be attributed to 11 

observation period timing.  Over the past two years there have been no 12 

substantial changes in dividend payouts but stock prices have increased.  13 

Dr. Vilbert’s higher dividend yields are attributed to the fact that his 14 

average stock prices, (P0) of the DCF formula (k = ( D1 ÷ P0 ) + g), were 15 

taken over an observation period (which appears to have been sometime 16 

in April of 2005) when the water companies in his sample were trading at 17 

lower prices than they were during the eight-week observation period 18 

(October 24, 2005 to December 16, 2005) that I based my calculation on.  19 

The difference between the average closing stock prices used in my 20 

analysis and Dr. Vilbert’s analysis are as follows: 21 

 22 

 23 
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     Rigsby Vilbert Difference 1 

AWR   $31.33 $25.60      $5.73 2 

CWT   $36.29 $33.83      $2.46 3 

SWWC  $13.87 $10.97      $2.90 4 

WTR   $32.68 $24.50      $8.18 5 

 In addition, the differences in Dr. Vilbert’s annualized dividends, for the 6 

four water companies used in my sample, ranged from $0.00 to $0.05. 7 

Concentrating strictly on the four water companies used in my sample, his 8 

analysis produced an average annualized dividend yield of 2.68 percent 9 

versus the 2.30 percent, which I calculated (Schedule WAR-3).   10 

 In the growth portion (g) of his first DCF analysis, Dr. Vilbert relied on 11 

IBES and Value Line analysts growth rate estimates and then added a 12 

quarterly growth rate to that figure to arrive at an average growth rate of 13 

9.60 percent, for the four water companies in my sample versus my 7.20 14 

percent dividend growth rate (Schedule WAR-4).  The apples to apples 15 

comparison of the DCF results for the four common companies (i.e. AWR, 16 

CWT, SWWC and WTR) used in our sample would be 12.28 percent for 17 

Dr. Vilbert versus my 9.50 percent (before any other adjustments made by 18 

Dr. Vilbert). 19 

 20 

 21 

… 22 

 23 
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Q. What is the difference between your DCF result and Dr. Vilbert’s two-step 1 

or multi-stage growth model DCF result? 2 

A. The 9.50 percent cost of common equity derived in my DCF analysis (that 3 

uses four sample water companies) is 80 to 50 basis points higher than 4 

the 8.70 to 9.0 percent cost of common equity derived in Dr. Vilbert’s two-5 

step DCF analysis that used long-term GDP growth estimates (which he 6 

believes helps to eliminate optimism bias) and is an average of eight 7 

sample water companies (as also exhibited in column 3 of Table No. MJV-8 

7 of Dr. Vilbert’s testimony).  Once again, this comparison does not 9 

include the other factors that I noted earlier which Dr. Vilbert employs to 10 

reduce the aforementioned averages to a range of 6.90 to 7.00 percent 11 

respectively for the ATWACC figure displayed on page 51 of his 12 

testimony. 13 

 14 

Q. What were the results of Dr. Vilbert’s DCF analysis using a sample of 15 

natural gas providers? 16 

A. Dr. Vilbert’s DCF analyses (which used the same eight LDC’s that I used) 17 

produced results that ranged from 9.6 for the single stage model to 9.6 to 18 

9.4 for the multi-stage model (once again this is before any further 19 

adjustments).  His DCF results (for both models) ranged from 5 to 25 20 

basis points higher than the results that I obtained from the single stage 21 

model.   22 

 23 
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Q. Please describe the results of Dr. Vilbert’s risk positioning analysis. 1 

A. For Water providers, Dr. Vilbert’s results ranged from 8.00 percent to 8.90 2 

percent using unadjusted Value Line betas and a long-term rate of 5.00 3 

percent in the Sharpe-Litner version of the CAPM and in two separate 4 

versions of the ECAPM.  Dr. Vilbert’s short-term results for water 5 

providers, using a risk free rate of 3.00 percent and three different 6 

versions of the ECAPM, ranged from 6.70 to 8.60 percent.  Dr. Vilbert’s 7 

ATWACC for PV Water ranged from 11.70 percent to 13.40 percent using 8 

the long-term 5.00 percent rate and 9.30 percent to 12.70 percent using 9 

the short-term 3.00 percent rate. 10 

 For natural gas LDC’s, Dr. Vilbert’s results ranged from 8.50 percent to 11 

9.30 percent using unadjusted Value Line betas and a long-term rate of 12 

5.00 percent in the Sharpe-Litner version of the CAPM and in two 13 

separate versions of the ECAPM.  Dr. Vilbert’s short-term results for 14 

LDC’s, using a risk free rate of 3.00 percent and three different versions of 15 

ECAPM, ranged from 7.50 to 8.90 percent.  After making his upward 16 

adjustments, Dr. Vilbert’s ATWACC for PV Water ranged from 11.30 17 

percent to 12.40 percent using the long-term 5.00 percent rate and 10.10 18 

percent to 12.00 percent using the short-term 3.00 percent rate. 19 

 20 

 21 

… 22 

 23 
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Q. Please compare the results of your CAPM analyses based on a sample of 1 

water providers with the results of Dr. Vilbert’s risk positioning analysis 2 

that looked at water providers. 3 

A. The 8.63 percent result of my CAPM analysis using a geometric mean 4 

falls between Dr. Vilbert’s unadjusted 8.00 percent to 8.90 percent long-5 

term results and is 3 to 190 basis points higher than the results of his 6 

short-term results.  The 10.08 percent result of my CAPM analysis using 7 

an arithmetic mean is 118 to 208 basis points higher than the long-term 8 

unadjusted results estimated by Dr. Vilbert and is 148 to 338 basis points 9 

higher than Dr. Vilbert’s short-term estimates.  Dr. Vilbert’s long-term 10 

ATWACC estimates are 307 to 477 basis points higher than my 8.63 11 

percent estimate using a geometric mean and 90 to 260 basis points 12 

higher than my 10.80 percent estimate using an arithmetic mean.  His 13 

short-term ATWACC results are 67 to 407 basis points higher than my 14 

8.63 percent estimate using a geometric mean.  My 10.80 percent 15 

estimate using an arithmetic mean falls between Dr. Vilbert’s short-term 16 

ATWACC estimates of 9.30 to 12.70 percent.  17 

 18 

Q. Please compare the results of your CAPM analyses based on a sample of 19 

natural gas LDC’s with the results of Dr. Vilbert’s risk positioning analysis 20 

that looked at LDC’s. 21 

A. The 8.99 percent result of my CAPM analysis using a geometric mean 22 

falls between Dr. Vilbert’s unadjusted 8.50 percent to 9.30 percent long-23 
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term results and also falls between his short-term results ranging from 1 

7.50 to 8.90 percent.  The 10.55 percent result of my CAPM analysis 2 

using an arithmetic mean is 125 to 205 basis points higher than the 3 

unadjusted long-term results estimated by Dr. Vilbert and is 165 to 305 4 

basis points higher than Dr. Vilbert’s long-term estimates.  Dr. Vilbert’s 5 

long-term ATWACC estimates are 231 to 341 basis points higher than my 6 

8.99 percent estimate using a geometric mean and 75 to 185 basis points 7 

higher than my 10.55 percent estimate using an arithmetic mean.  His 8 

short-term ATWACC results are 111 to 301 basis points higher than my 9 

8.99 percent estimate using a geometric mean.  My 10.55 percent 10 

estimate using an arithmetic mean falls between Dr. Vilbert’s short-term 11 

ATWACC estimates of 10.10 to 12.00 percent. 12 

 13 

Q. What financial instruments did Dr. Vilbert use as proxies for his long-term 14 

and short-term risk free rates of return? 15 

A. Dr. Vilbert did not use any specific instruments such as the 91-day 16 

Treasury bill that I used as a proxy.  Instead he used estimates of 5 17 

percent and 3 percent for his respective long-term and short-term proxies. 18 

 19 

Q. Where do Dr. Vilbert’s 3 and 5 percent rates stand in current interest rate 20 

environment? 21 

A. Dr. Vilbert’s 3 and 5 percent estimates are actually higher and lower than 22 

the yields on actual U.S. Treasury instruments at this point in time.  As can 23 
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be seen in Attachment E of my testimony, the current yield curve for 1 

Treasury securities is virtually flat as a result of falling long-term rates and 2 

rising short-term yields.  As of December 29, 2005, the spread between 3 

the three-month yield of 3.99 percent and the 30-year yield of 4.51 percent 4 

was only 52 basis points.  Given these facts, I believe my 3.96 percent T-5 

Bill rate is probably producing a slightly better estimate. 6 

 7 

Q. Did Dr. Vilbert use the same Value Line betas that you used in your 8 

analysis? 9 

A. No.  As I noted earlier Dr. Vilbert used lower unadjusted betas in his 10 

CAPM and ECAPM models than the higher adjusted betas that I used.  11 

The use of adjusted betas in the ECAPM model typically produces 12 

unreliable results.  13 

 14 

Q. Please compare the market risk premium used in your CAPM analysis 15 

with the market risk premium used by Dr. Vilbert. 16 

A. I used a market risk premium of 6.44 percent in my model using a 17 

geometric mean and a market risk premium of 8.44 in my model using an 18 

arithmetic mean.  Dr. Vilbert used a market risk premium of 8.00 percent 19 

in his short-term analyses and a market risk premium of 6.50 percent in 20 

his long-term analyses.  21 

 22 

 23 
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Q. How did Arizona-American arrive at its final 12.00 percent cost of common 1 

equity for PV Water? 2 

A. The Company has settled on the low end of Dr. Kolbe’s 12 percent to 13 3 

percent estimate on a cost of equity capital for PV Water. 4 

 5 

Q. Please comment on Dr. Kolbe’s testimony, which advocates the higher 6 

ATWACC estimates made by Dr. Vilbert. 7 

A. Dr. Kolbe’s testimony presents a lengthy explanation as to why an upward 8 

adjustment is needed for PV water’s cost of common equity as a result of 9 

Arizona-American’s leveraged capital structure.  While I believe that Dr. 10 

Kolbe’s testimony is an interesting exercise in academia, and may have 11 

weight in regard to business entities that operate in a truly competitive 12 

environment, the higher rate of return that he advocates for PV water is 13 

not warranted.  While PV Water may have a higher degree of financial 14 

risk, as a result of the Company’s leveraged capital structure, it is still a 15 

regulated entity that can apply for rate relief when the need arises.  This 16 

being the case, the Company is actually less risky than firms that have 17 

nothing to turn to but bankruptcy court when their debt becomes 18 

excessively burdensome.  The fact that the ACC has allowed cost 19 

recovery for increased water-testing costs, deferred Central Arizona 20 

Project costs and the costs associated with more stringent levels of 21 

arsenic is proof that water utilities in Arizona operate in a favorable 22 

regulatory environment which eliminates the need for the higher rates of 23 
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return advocated by Dr. Kolbe.  For these reasons I believe that the 1 

Commission should adopt my recommended 10.00 percent return on 2 

common equity, which contains a 50 basis point upward adjustment for 3 

the Company’s financial risk. 4 

 5 

Q. Does your silence on any of the issues, matters or findings addressed in 6 

the testimony of Dr. Kolbe, Dr. Vilbert, Mr. Stephenson or any other 7 

witness for Arizona-American constitute your acceptance of their positions 8 

on such issues, matters or findings? 9 

A. No, it does not. 10 

 11 

Q. Does this conclude your testimony on Arizona-American? 12 

A. Yes, it does. 13 
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Qualifications of William A. Rigsby 
 
 
EDUCATION:  University of Phoenix 
   Master of Business Administration, Emphasis in Accounting, 1993 
 
   Arizona State University 
   College of Business 
   Bachelor of Science, Finance, 1990 
 
   Mesa Community College 
   Associate of Applied Science, Banking and Finance, 1986 
 
   Michigan State University 
   Institute of Public Utilities 
   N.A.R.U.C. Annual Regulatory Studies Program, 1997 &1999 
 
   Florida State University 
   Center for Professional Development & Public Service 
   N.A.R.U.C. Annual Western Utility Rate School, 1996 
 
 
EXPERIENCE:  Public Utilities Analyst V 
   Residential Utility Consumer Office 
   Phoenix, Arizona 
   April 2001 – Present  
 

Senior Rate Analyst 
   Accounting & Rates - Financial Analysis Unit 
   Arizona Corporation Commission, Utilities Division 
   Phoenix, Arizona 
   July 1999 – April 2001 
 
   Senior Rate Analyst 
   Residential Utility Consumer Office 
   Phoenix, Arizona 
   December 1997 – July 1999 
 

Utilities Auditor II and III 
   Accounting & Rates – Revenue Requirements Analysis Unit 
   Arizona Corporation Commission, Utilities Division 
   Phoenix, Arizona 
   October 1994 – November 1997 
 
   Revenue Auditor II 
   Arizona Department of Revenue 
   Corporate Income Tax Audit Unit 
   Phoenix, Arizona 
   November 1993 – October 1994 
 
   Tax Examiner Technician I 
   Arizona Department of Revenue 
   Transaction Privilege Tax Audit Unit 
   Phoenix, Arizona 
   July 1991 – November 1993
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION 
 
 
Utility Company   Docket No.   Type of Proceeding 
 
ICR Water Users Association  U-2824-94-389   Original CC&N 
 
Rincon Water Company   U-1723-95-122   Rate Increase 
 
Ash Fork Development 
Association, Inc.   E-1004-95-124   Rate Increase 
 
Parker Lakeview Estates 
Homeowners Association, Inc.  U-1853-95-328   Rate Increase 
 
Mirabell Water Company, Inc.  U-2368-95-449   Rate Increase 
 
Bonita Creek Land and 
Homeowner’s Association  U-2195-95-494   Rate Increase 
 
Pineview Land & 
Water Company   U-1676-96-161   Rate Increase 
 
Pineview Land & 
Water Company   U-1676-96-352   Financing 
 
Montezuma Estates 
Property Owners Association  U-2064-96-465   Rate Increase 
 
Houghland Water Company  U-2338-96-603 et al  Rate Increase 
 
Sunrise Vistas Utilities 
Company – Water Division  U-2625-97-074   Rate Increase 
 
Sunrise Vistas Utilities 
Company – Sewer Division  U-2625-97-075   Rate Increase 
 
Holiday Enterprises, Inc. 
dba Holiday Water Company  U-1896-97-302   Rate Increase 
 
Gardener Water Company  U-2373-97-499   Rate Increase 
 
Cienega Water Company  W-2034-97-473   Rate Increase 
 

Financing/Auth. 
Rincon Water Company   W-1723-97-414   To Issue Stock 
 
Vail Water Company   W-01651A-97-0539 et al Rate Increase 
 
Bermuda Water Company, Inc.  W-01812A-98-0390  Rate Increase 
 
Bella Vista Water Company  W-02465A-98-0458  Rate Increase 
 
Pima Utility Company   SW-02199A-98-0578  Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 
 
 
Utility Company   Docket No.   Type of Proceeding 
 
Pineview Water Company  W-01676A-99-0261  WIFA Financing 
 
I.M. Water Company, Inc.  W-02191A-99-0415  Financing 
 
Marana Water Service, Inc.  W-01493A-99-0398  WIFA Financing 
 
Tonto Hills Utility Company  W-02483A-99-0558  WIFA Financing  
 
New Life Trust, Inc. 
dba Dateland Utilities   W-03537A-99-0530  Financing 
 
GTE California, Inc.   T-01954B-99-0511  Sale of Assets 
 
Citizens Utilities Rural Company, Inc. T-01846B-99-0511  Sale of Assets 
 
MCO Properties, Inc.   W-02113A-00-0233  Reorganization 
 
American States Water Company W-02113A-00-0233  Reorganization 
 
Arizona-American Water Company W-01303A-00-0327  Financing 
 
Arizona Electric Power Cooperative E-01773A-00-0227  Financing 
 
360networks (USA) Inc.   T-03777A-00-0575  Financing 
 
Beardsley Water Company, Inc.  W-02074A-00-0482  WIFA Financing 
 
Mirabell Water Company  W-02368A-00-0461  WIFA Financing 
 

Rate Increase/ 
Rio Verde Utilities, Inc.   WS-02156A-00-0321 et al Financing 
 
Arizona Water Company  W-01445A-00-0749  Financing 
 
Loma Linda Estates, Inc.  W-02211A-00-0975  Rate Increase 
 
Arizona Water Company  W-01445A-00-0962  Rate Increase 
 
Mountain Pass Utility Company  SW-03841A-01-0166  Financing 
 
Picacho Sewer Company  SW-03709A-01-0165  Financing 
 
Picacho Water Company  W-03528A-01-0169  Financing 
 
Ridgeview Utility Company  W-03861A-01-0167  Financing 
 
Green Valley Water Company  W-02025A-01-0559  Rate Increase 
 
Bella Vista Water Company  W-02465A-01-0776  Rate Increase 
 
Arizona Water Company  W-01445A-02-0619  Rate Increase 
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RESUME OF RATE CASE AND REGULATORY PARTICIPATION (Cont.) 
 
 
Utility Company   Docket No.   Type of Proceeding 
 
Arizona-American Water Company W-01303A-02-0867 et al. Rate Increase 
 
Arizona Public Service Company E-01345A-03-0437  Rate Increase 
 
Rio Rico Utilities, Inc.   WS-02676A-03-0434  Rate Increase 
 
Qwest Corporation   T-01051B-03-0454  Renewed Price Cap 
 
Chaparral City Water Company  W-02113A-04-0616  Rate Increase 
 
Arizona Water Company  W-01445A-04-0650  Rate Increase 
 
Southwest Gas Corporation  G-01551A-04-0876  Rate Increase 
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Bold figures are
Value Line
estimates

October 28, 2005 WATER UTILITY INDUSTRY 1419
After showing some brief signs of a turnaround

last year, the Water Utility Industry appears to
have reverted back to its old ways. Feeling the
effects of uncooperating weather conditions and
high infrastructure costs, the stocks in this indus-
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water utility stocks that are covered in the
next few pages are ranked better than 3 (Average)
for Timeliness, based on our momentum based
ranking system. As a whole, the industry ranks
near the bottom of the Value Line investment
universe.

And the future does not look much brighter.
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
vide a better landscape, we are concerned that
rapidly growing infrastructure costs will continue
to undermine this group’s earnings out to late
decade.

Easing Tensions

Although designed to keep a balance of power between
consumers and providers, regulatory authorities, have
long been a thorn in the side of water utility companies.
Rate relief case decisions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it finally looks as though things
are taking a turn for the better, especially in the state of
California. The California Public Utilities Commission
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State, has been handing
down more-favorable and timely decisions in recent
months, thanks, in part, to the efforts of Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members, and additional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California Water Service
Group.

Costs

But, while regulators are easing their stance on rate
case decisions, this does not look to be the case for
infrastructure demands. Many of the current infrastruc-

tures are upwards of 100 years old and are in severe
need of maintenance and, in some cases, massive reno-
vations and rebuilding. And, given the geopolitical vola-
tility worldwide and the heightened threat of bioterror-
ism on U.S. water pipelines and reservoirs, these costs
are likely to continue to only rise, as companies strive to
comply with EPA water purification standards. Infra-
structure repair costs are expected to climb in the
hundreds of millions of dollars over the next two de-
cades, putting many smaller water companies at a
distinct disadvantage. With a dearth of resources to fund
these improvements, many such companies are being
forced to sell. But, given the current landscape, larger
companies with the flexibility and capital to deal with
the higher costs are utilizing the weakness to add
additional legs of growth to their businesses. Aqua
America, the largest water utility in our survey, for
example, has made more than 90 acquisitions in the past
five years, doubling its revenue base during that time.
The company does not seem to be slowing its aggressive
spending ways and has the highest return on equity of
any of the stocks that we cover here.

Investment Advice

Most investors will probably want to take a pass on
the stocks in this industry. Typically market laggards,
not one of the issues covered in the next few pages
stands out for near-term or long-term capital gains
potential. The limited financial resources of most of
these companies, along with the capital-intensive nature
of the industry, will probably limit any substantial
growth out to late decade.

Those seeking to add an income component to their
portfolio may find an attractive option here, though.
Each of the stocks in this industry carries an above-
average dividend yield, with American States Water and
California Water offering the highest percentages. Cali-
fornia Water offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that all potential investors take a more in
depth look at the individual reports on the following
pages before considering making any future financial
commitments.

Andre J. Costanza

Composite Statistics: Water Utility Industry

2001 2002 2003 2004 2005 2006 08-10
751.8 794.4 857.0 985.6 1250 1350 Revenues ($mill) 1725

95.4 106.6 98.6 122.4 155 170 Net Profit ($mill) 235
40.2% 38.8% 40.0% 39.4% 39.5% 39.5% Income Tax Rate 39.5%

- - - - - - - - Nil Nil AFUDC % to Net Profit Nil
52.4% 53.9% 51.2% 50.0% 52.0% 51.0% Long-Term Debt Ratio 48.0%
47.2% 45.9% 48.6% 50.0% 48.0% 49.0% Common Equity Ratio 52.0%
1840.7 1973.6 2296.4 2543.6 3000 3400 Total Capital ($mill) 4100
2532.2 2751.1 3186.1 3532.5 4050 4250 Net Plant ($mill) 5000

6.8% 7.0% 5.9% 6.7% 7.0% 7.5% Return on Total Cap’l 7.0%
10.6% 11.2% 8.8% 10.7% 11.0% 11.0% Return on Shr. Equity 11.5%
10.7% 11.2% 8.8% 10.7% 11.0% 11.0% Return on Com Equity 11.5%

3.3% 3.8% 2.5% 4.6% 5.0% 5.0% Retained to Com Eq 3.0%
69% 66% 72% 57% 60% 55% All Div’ds to Net Prof 45%
22.6 21.5 26.0 25.5 Avg Ann’l P/E Ratio 18.0
1.16 1.17 1.48 1.36 Relative P/E Ratio 1.20

3.1% 3.1% 2.8% 2.2% Avg Ann’l Div’d Yield 3.4%

© 2005, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

To subscribe call 1-800-833-0046.
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shares
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2

Target Price Range
2008 2009 2010

AMER. STATES WATER NYSE-AWR 30.55 22.6 27.5
16.0 1.27 3.0%

TIMELINESS 4 Raised 11/7/03

SAFETY 3 New 2/4/00

TECHNICAL 2 Raised 9/23/05
BETA .70 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 35 (+15%) 6%
Low 20 (-35%) -6%
Insider Decisions

D J F M A M J J A
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 0 0 0 0 0 0 0 1
Institutional Decisions

4Q2004 1Q2005 2Q2005
to Buy 57 43 42
to Sell 29 36 41
Hld’s(000) 5663 6278 6199

High: 14.7 14.0 16.1 17.1 19.5 26.5 25.3 26.4 29.0 29.0 26.8 34.6
Low: 10.2 10.5 12.5 13.5 14.1 14.8 16.7 19.0 20.3 21.6 20.8 24.3

% TOT. RETURN 9/05
THIS VL ARITH.

STOCK INDEX
1 yr. 39.0 19.2
3 yr. 40.7 104.2
5 yr. 97.2 66.2

CAPITAL STRUCTURE as of 6/30/05
Total Debt $278.6 mill. Due in 5 Yrs $65.0 mill.
LT Debt $228.9 mill. LT Interest $18.5 mill.
(Total interest coverage: 3.1x)

Leases, Uncapitalized: None
Pension Assets-12/04 $51.3 mill.
Oblig. $70.3 mill.
Pfd Stock None. Pfd Div’d None.

Common Stock 16,779,869 shs.
as of 8/5/05
MARKET CAP: $500 million (Small Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 12.8 4.3 5.1
Receivables 11.8 14.3 11.4
Inventory (Avg Cst) 1.4 1.5 1.4
Other 32.4 32.9 31.8
Current Assets 58.4 53.0 49.7
Accts Payable 18.8 18.2 18.8
Debt Due 56.8 45.9 49.7
Other 20.3 22.2 23.9
Current Liab. 95.90 86.3 92.4
Fix. Chg. Cov. 237% 246% 250%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 3.5% 4.0% 2.5%
‘‘Cash Flow’’ 3.0% 5.0% 8.5%
Earnings - - 1.5% 12.0%
Dividends 1.5% 1.0% 1.5%
Book Value 4.5% 4.0% 3.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

2002 44.5 52.8 61.6 50.3 209.2
2003 46.7 51.8 63.7 50.5 212.7
2004 46.7 59.3 69.0 53.0 228.0
2005 49.8 60.5 75.0 59.7 245
2006 55.0 68.0 78.0 64.0 265
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2002 .25 .36 .50 .23 1.34
2003 .20 .19 .51 d.12 .78
2004 .08 .30 .52 .16 1.05
2005 .09 .34 .54 .23 1.20
2006 .24 .39 .58 .24 1.45
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .217 .217 .217 .217 .87
2002 .217 .217 .217 .221 .87
2003 .221 .221 .221 .221 .88
2004 .221 .221 .221 .225 .89
2005 .225 .225 .225

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
9.12 9.58 9.15 10.10 9.27 10.43 11.03 11.37 11.44 11.02 12.91 12.17 13.06 13.78
1.44 1.49 1.78 1.81 1.67 1.68 1.75 1.75 1.85 2.04 2.26 2.20 2.53 2.54
.92 .94 1.19 1.15 1.11 .95 1.03 1.13 1.04 1.08 1.19 1.28 1.35 1.34
.69 .72 .73 .77 .79 .80 .81 .82 .83 .84 .85 .86 .87 .87

2.46 2.53 2.77 2.31 1.90 2.43 2.19 2.40 2.58 3.11 4.30 3.03 3.18 2.68
7.31 7.54 8.39 8.85 9.95 10.07 10.29 11.01 11.24 11.48 11.82 12.74 13.22 14.05
9.39 9.43 9.91 9.96 11.71 11.77 11.77 13.33 13.44 13.44 13.44 15.12 15.12 15.18
9.7 10.2 8.8 10.6 13.4 12.8 11.6 12.6 14.5 15.5 17.1 15.9 16.7 18.3
.73 .76 .56 .64 .79 .84 .78 .79 .84 .81 .97 1.03 .86 1.00

7.7% 7.5% 7.0% 6.3% 5.3% 6.6% 6.7% 5.8% 5.5% 5.0% 4.2% 4.2% 3.9% 3.6%

129.8 151.5 153.8 148.1 173.4 184.0 197.5 209.2
12.2 13.5 14.1 14.6 16.1 18.0 20.4 20.3

41.9% 43.3% 41.1% 40.9% 46.0% 45.7% 43.0% 38.9%
- - - - - - - - - - - - - - - -

46.6% 41.9% 43.0% 43.6% 51.0% 47.5% 54.9% 52.0%
52.5% 57.3% 56.3% 55.7% 48.4% 51.9% 44.7% 48.0%
230.6 256.0 268.4 277.1 328.2 371.1 447.6 444.4
335.0 357.8 383.6 414.8 449.6 509.1 539.8 563.3
7.2% 6.9% 6.9% 7.0% 6.6% 6.4% 6.1% 6.5%
9.9% 9.0% 9.2% 9.4% 10.0% 9.2% 10.1% 9.5%

10.0% 9.0% 9.2% 9.4% 10.1% 9.3% 10.1% 9.5%
2.1% 2.4% 1.8% 2.1% 2.9% 3.0% 3.6% 3.3%
79% 73% 80% 78% 72% 68% 65% 65%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
13.98 13.60 14.20 14.70 Revenues per sh 16.00
2.08 2.22 2.55 2.95 ‘‘Cash Flow’’ per sh 3.70
.78 1.05 1.20 1.45 Earnings per sh A 2.10
.88 .89 .90 .91 Div’d Decl’d per sh B■ .96

3.76 5.02 5.00 5.00 Cap’l Spending per sh 5.50
13.97 14.98 15.20 15.35 Book Value per sh 17.65
15.21 16.77 17.25 18.00 Common Shs Outst’g C 20.00
31.9 23.2 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 13.0
1.82 1.23 Relative P/E Ratio .85

3.5% 3.7% Avg Ann’l Div’d Yield 3.5%

212.7 228.0 245 265 Revenues ($mill) 320
11.9 16.4 21.0 26.0 Net Profit ($mill) 42.0

43.5% 37.7% 40.0% 40.0% Income Tax Rate 40.0%
- - - - Nil Nil AFUDC % to Net Profit Nil

52.0% 47.7% 51.0% 51.0% Long-Term Debt Ratio 52.0%
48.0% 52.3% 49.0% 49.0% Common Equity Ratio 48.0%
442.3 480.4 535 600 Total Capital ($mill) 735
602.3 664.2 710 770 Net Plant ($mill) 915
4.6% 4.9% 5.5% 6.0% Return on Total Cap’l 7.5%
5.6% 6.5% 8.0% 9.0% Rurn on Shr. Equity 12.0%
5.6% 6.5% 8.0% 9.0% Return on Com Equity 12.0%
NMF NMF 2.0% 4.0% Retained to Com Eq 6.5%

113% 91% 74% 63% All Div’ds to Net Prof 46%

Company’s Financial Strength B+
Stock’s Price Stability 85
Price Growth Persistence 80
Earnings Predictability 65

(A) Primary earnings. Excludes nonrecurring
gains: ’91, 73¢; ’92, 13¢; ’04, 14¢; ’05, 11¢.
Next earnings report due early Nov. Quarterly
earnings may not sum due to change in share

count.
(B) Dividends historically paid in early-March,
June, September, December. ■ Div’d reinvest-
ment plan available.

(C) In millions, adjusted for splits.

BUSINESS: American States Water Co. operates as a holding
company. Through its principal subsidiary, Golden State Water
Company, it supplies water to 75 communities in 10 counties. Serv-
ice areas include the greater metropolitan areas of Los Angeles and
Orange Counties. The company also provides electric utility serv-
ices to approximately 22,000 customers in the city of Big Bear

Lake and in areas of San Bernardino County. Acquired Chaparral
City Water of Arizona (10/00); 11,400 customers. Has roughly 525
employees. Off. & dir. own 2.4% of common stock (4/05 Proxy).
Chairman: Lloyd Ross. President & CEO: Floyd Wicks. In-
corporated: CA. Add.: 630 East Foothill Boulevard, San Dimas, CA
91773. Tel.: 909-394-3600. Web: www.aswater.com.

American States Water continues to
receive favorable regulatory backing
from the state of California. The Cali-
fornia Public Utilities Commission
(CPUC), which oversees all Cal-based util-
ities, recently ruled that the company
could impose temporary surcharges in Re-
gion III to recover an under collection of
$2.9 million from November, 2001 and De-
cember, 2003. The surcharges went into ef-
fect October 11th, and are expected to
recover the entire $2.9 million over a 12-
month period. The ruling was obviously a
positive for AWR and looks to be a precur-
sor of things to come. After years of being
forced to deal with delayed and unfavorab-
le case rulings, it appears that the tide is
turning for the better. Behind Governor
Schwarzenegger’s urging, the CPUC has
been more-business friendly in recent
months. Such an environment ought to
prove beneficial for American States
Water, as it awaits rulings on additional
general rate cases.
Nevertheless, the company continues
to look to other arenas. American has
been attempting to privatize U.S. military
bases for years and finally appears to be

gaining the necessary traction to imple-
ment its nonregulated growth strategy.
With last year’s Fort Bliss, Texas contract
under its belt, the company has now
reached an agreement to operate and
maintain the water and wastewater sys-
tems of five military bases in Maryland
and Virginia. In total, these contracts are
valued at more than $238 million over
their 50-year life span. We believe that the
most recent deal could add roughly a nick-
el to the bottom line per annum. The com-
pany has roughly 20 military bids out-
standing, which could significantly boost
our current 2008-2010 projections.
Still, these untimely shares probably
do not stand out. Although income-
minded investors may like the stock’s divi-
dend yield, capital constraints limit its 3-
to 5-year growth potential. Already
strapped for cash, American will likely
have to continue tapping the equity and
debt markets to keep up with rising infra-
structure costs. Such moves will dilute
earnings and may even preclude it from
taking advantage of the fragmented indus-
try and acquisition opportunities.
Andre J. Costanza October 28, 2005

LEGENDS
1.25 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 10/93
3-for-2 split 6/02
Options: No
Shaded area indicates recession
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CALIFORNIA WATER NYSE-CWT 35.00 24.3 28.5
19.0 1.37 3.3%

TIMELINESS 5 Lowered 8/19/05

SAFETY 2 Lowered 8/11/95

TECHNICAL 3 Lowered 9/9/05
BETA .75 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+15%) 7%
Low 30 (-15%) Nil
Insider Decisions

D J F M A M J J A
to Buy 0 0 2 0 0 0 0 0 1
Options 5 0 0 0 0 0 0 0 5
to Sell 5 0 0 0 0 0 1 0 5
Institutional Decisions

4Q2004 1Q2005 2Q2005
to Buy 49 35 48
to Sell 26 37 24
Hld’s(000) 4419 4613 4744

High: 20.5 17.6 21.9 29.6 33.8 32.0 31.4 28.6 26.9 31.4 37.9 42.1
Low: 14.7 14.8 16.3 18.6 20.8 22.6 21.5 22.9 20.5 23.7 26.1 31.2

% TOT. RETURN 9/05
THIS VL ARITH.

STOCK INDEX
1 yr. 45.1 19.2
3 yr. 81.4 104.2
5 yr. 89.2 66.2

CAPITAL STRUCTURE as of 6/30/05
Total Debt $275.6 mill. Due in 5 Yrs $11.0 mill.
LT Debt $274.5 mill. LT Interest $18.0 mill.

(LT interest earned: 3.8x; total int. cov.: 3.4x)

Pension Assets-12/04 $75.1 mill.
Oblig. $87.6 mill.
Pfd Stock $3.5 mill. Pfd Div’d $.15 mill.
139,000 shares, 4.4% cumulative ($25 par).

Common Stock 18,375,496 shs.
as of 8/1/05
MARKET CAP: $650 million (Small Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 2.9 18.8 19.2
Other 40.6 51.6 46.6
Current Assets 43.5 70.4 65.8
Accts Payable 23.8 19.8 30.1
Debt Due 7.3 - - 1.1
Other 32.5 36.4 37.9
Current Liab. 63.6 57.2 69.1
Fix. Chg. Cov. 218% 309% 325%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 3.0% 2.0% 4.0%
‘‘Cash Flow’’ 2.0% -1.5% 7.5%
Earnings -0.5% -6.5% 8.5%
Dividends 2.0% 1.0% 1.5%
Book Value 2.5% 1.0% 5.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2002 51.7 69.2 81.4 60.9 263.2
2003 51.3 68.0 88.2 69.6 277.1
2004 60.2 88.9 97.1 69.4 315.6
2005 60.3 81.5 104 79.2 325
2006 70.0 95.0 110 85.0 360
Cal- Full

endar Year
EARNINGS PER SHARE A E

Mar.31 Jun.30 Sep.30 Dec.31
2002 .12 .43 .50 .20 1.25
2003 d.05 .30 .53 .41 1.21
2004 .08 .59 .59 .20 1.46
2005 .03 .41 .65 .26 1.35
2006 .12 .62 .67 .29 1.70
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .279 .279 .279 .279 1.12
2002 .28 .28 .28 .28 1.12
2003 .281 .281 .281 .281 1.12
2004 .283 .283 .283 .283 1.13
2005 .285 .285 .285

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
10.33 10.93 11.18 12.29 13.34 12.59 13.17 14.48 15.48 14.76 15.96 16.16 16.26 17.33
1.89 1.97 1.98 1.92 2.25 2.02 2.07 2.50 2.92 2.60 2.75 2.52 2.20 2.65
1.20 1.25 1.21 1.09 1.35 1.22 1.17 1.51 1.83 1.45 1.53 1.31 .94 1.25
.84 .87 .90 .93 .96 .99 1.02 1.04 1.06 1.07 1.09 1.10 1.12 1.12

2.40 2.36 3.03 3.09 2.53 2.26 2.17 2.83 2.61 2.74 3.44 2.45 4.09 5.82
9.66 10.04 10.35 10.51 10.90 11.56 11.72 12.22 13.00 13.38 13.43 12.90 12.95 13.12

11.38 11.38 11.38 11.38 11.38 12.49 12.54 12.62 12.62 12.62 12.94 15.15 15.18 15.18
10.6 10.4 11.2 14.1 13.6 14.1 13.7 11.9 12.6 17.8 17.8 19.6 27.1 19.8
.80 .77 .72 .86 .80 .92 .92 .75 .73 .93 1.01 1.27 1.39 1.08

6.6% 6.7% 6.6% 6.1% 5.2% 5.8% 6.4% 5.8% 4.6% 4.2% 4.0% 4.3% 4.4% 4.5%

165.1 182.8 195.3 186.3 206.4 244.8 246.8 263.2
14.7 19.1 23.3 18.4 19.9 20.0 14.4 19.1

40.1% 38.9% 37.4% 36.4% 37.9% 42.3% 39.4% 39.7%
- - - - - - - - - - - - - - - -

49.2% 47.4% 45.4% 44.2% 46.9% 48.9% 50.3% 55.3%
49.7% 51.4% 53.5% 54.7% 52.0% 50.2% 48.8% 44.0%
296.0 299.9 306.7 308.6 333.8 388.8 402.7 453.1
422.2 443.6 460.4 478.3 515.4 582.0 624.3 697.0
6.8% 8.3% 9.4% 7.8% 7.8% 6.8% 5.3% 5.9%
9.8% 12.1% 13.9% 10.7% 11.2% 10.0% 7.2% 9.4%
9.9% 12.3% 14.1% 10.8% 11.4% 10.1% 7.2% 9.5%
1.2% 3.8% 6.0% 2.8% 3.5% 1.8% NMF 1.0%
88% 69% 58% 74% 70% 82% 119% 90%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
16.37 17.18 17.35 18.70 Revenues per sh 21.75
2.51 2.84 3.00 3.20 ‘‘Cash Flow’’ per sh 4.10
1.21 1.46 1.35 1.70 Earnings per sh A 2.15
1.12 1.13 1.14 1.15 Div’d Decl’d per sh B ■ 1.24
4.39 3.73 3.85 3.95 Cap’l Spending per sh 4.15

14.44 15.65 16.00 16.90 Book Value per sh C 19.55
16.93 18.37 18.75 19.25 Common Shs Outst’g D 23.00
22.1 20.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 16.0
1.26 1.06 Relative P/E Ratio 1.05

4.2% 5.0% Avg Ann’l Div’d Yield 3.5%

277.1 315.6 325 360 Revenues ($mill) 500
19.4 26.0 26.0 33.0 Net Profit ($mill) 50.0

39.9% 39.6% 40.0% 40.0% Income Tax Rate 40.0%
- - - - Nil Nil AFUDC % to Net Profit Nil

50.2% 48.6% 49.5% 49.5% Long-Term Debt Ratio 49.5%
49.1% 50.8% 50.0% 50.0% Common Equity Ratio 50.0%
498.4 565.9 600 650 Total Capital ($mill) 900
759.5 800.3 850 900 Net Plant ($mill) 1050
5.6% 6.1% 5.5% 6.5% Return on Total Cap’l 7.5%
7.8% 8.9% 8.5% 10.0% Return on Shr. Equity 11.0%
7.9% 9.0% 8.5% 10.0% Return on Com Equity 11.0%
.7% 1.8% 1.5% 3.5% Retained to Com Eq 5.0%
91% 80% 74% 67% All Div’ds to Net Prof 57%

Company’s Financial Strength B++
Stock’s Price Stability 90
Price Growth Persistence 90
Earnings Predictability 70

(A) Basic EPS. Excl. nonrecurring gain (loss):
’00, (7¢); ’01, 4¢; Q2 ’02, 8¢. Next earnings
report due late Jan.

(B) Dividends historically paid in mid-Feb.,
May, Aug., and Nov. ■ Div’d reinvestment plan
available.

(C) Incl. deferred charges. In ’04: $54.3 mill.,
$2.96/sh.
(D) In millions, adjusted for split.
(E) May not total due to change in shares.

BUSINESS: California Water Service Group provides regulated and
nonregulated water service to over 2 million people (451,800 cus-
tomers) in 75 communities in California, Washington, and New
Mexico. Main service areas: San Francisco Bay area, Sacramento
Valley, Salinas Valley, San Joaquin Valley & parts of Los Angeles.
Acquired National Utility Company (5/04); Rio Grande Corp.

(11/00). Revenue breakdown, ’04: residential, 70%; business, 18%;
public authorities, 5%; industrial, 4%; other, 3%. ’04 reported
deprec. rate: 2.3%. Has about 837 employees. Chairman: Robert
W. Foy. President & CEO: Peter C. Nelson. Inc.: Delaware. Ad-
dress: 1720 North First Street, San Jose, California 95112-4598.
Telephone: 408-367-8200. Internet: www.calwater.com.

California Water Service Group looks
poised to take advantage of the
changing regulatory landscape in Cal-
ifornia. Although the company was forced
to deal with slow and unfavorable rate
case rulings in past years, the California
Public Utilities Commission (CPUC),
which is in charge of supervising all Cal-
based utilities, appears to have undergone
some major changes and taken on a more
business-friendly disposition. Indeed, we
think that the rash of recent positive deci-
sions by the board signals that the regu-
latory climate is improving and that the
current regulatory bodies’ policies augur
well for CWT heading forward. For exam-
ple, the company’s 2004 general rate case
was recently approved by the CPUC,
granting it a $7.6 million increase in an-
nual revenues with a 10.1% return on
equity (ROE). This is encouraging, given
that this is the highest ROE granted to
CWT since the mid-1990s.
Still, mother nature has prompted us
to lower our full-year 2005 earnings
estimate. As was the case in the first
quarter, unseasonably wet weather
dampened usage rates for the company in

the second quarter. In fact, earnings were
down 34% on a year-over-year basis in the
first half of the year. Although we expect
weather conditions will return to more
normal trends (third quarter results were
not out when we went to press with this
publication), the first-half disappointment
led us to lower our full-year 2005 earnings
estimate by $0.20, to $1.35 a share.
Growth-minded investors will want to
look elsewhere. Although we anticipate
that CWT’s earnings will bounce back
strongly in 2006, due to better
meteorological conditions, we think that
the growth will moderate thereafter.
Despite the improving regulatory
landscape, we are concerned about escalat-
ing infrastructure costs and the company’s
need to generate capital to meet these obli-
gations. The financing that we believe will
be necessary will likely be dilutive to earn-
ings. Moreover, these untimely shares are
already trading well within our 3- to 5-
year Target Price Range. The recent dip
in price may interest income-oriented
investors, though, given the stock’s
above-average dividend yield.
Andre J. Costanza October 28, 2005

LEGENDS
1.33 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 1/98
Options: No
Shaded area indicates recession
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SOUTHWEST WATER NDQ-SWWC 13.72 29.8 57.2
18.0 1.67 1.5%

TIMELINESS 3 New 10/28/05

SAFETY 3 New 10/28/05

TECHNICAL 2 New 10/28/05
BETA .65 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 20 (+45%) 11%
Low 15 (+10%) 3%
Insider Decisions

D J F M A M J J A
to Buy 2 1 0 0 1 2 0 0 0
Options 1 0 0 0 2 0 0 0 3
to Sell 1 1 0 0 1 0 0 0 1
Institutional Decisions

4Q2004 1Q2005 2Q2005
to Buy 30 32 28
to Sell 29 23 16
Hld’s(000) 4781 4663 4804

High: 2.6 2.2 3.9 5.2 5.9 9.7 8.7 10.7 13.0 11.8 15.0 15.0
Low: 1.6 1.6 2.1 2.7 3.6 3.8 5.4 7.3 8.0 8.5 10.8 9.5

% TOT. RETURN 9/05
THIS VL ARITH.

STOCK INDEX
1 yr. 26.3 19.2
3 yr. 57.3 104.2
5 yr. 129.7 66.2

CAPITAL STRUCTURE as of 6/30/05
Total Debt $79.9 mill. Due in 5 Yrs $45.0 mill.
LT Debt $78.6 mill. LT Interest $7.5 mill.
(Total interest coverage: 3.4x) (39% of Cap’l)

Leases, Uncapitalized: Annual rentals $6.2 mill.
Pension Liability None

Pfd Stock $500,000 Pfd Div’d $24,000

Common Stock 19,730,082 shs.
as of 8/8/05
MARKET CAP: $275 million (Small Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 5.4 1.9 12.4
Receivables 19.8 23.9 25.5
Inventory (Avg Cst) - - 1.9 - -
Other 10.2 17.6 15.3
Current Assets 35.4 45.3 53.2
Accts Payable 11.4 12.3 11.3
Debt Due 2.7 3.4 1.3
Other 17.3 20.0 20.3
Current Liab. 31.4 35.7 32.9

ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 9.0% 11.0% 3.0%
‘‘Cash Flow’’ 7.5% 6.5% 10.5%
Earnings 11.5% 7.0% 15.0%
Dividends 2.0% 10.5% 9.0%
Book Value 8.0% 13.0% 9.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun. 30 Sep. 30 Dec. 31

2002 28.2 32.7 34.6 35.3 130.8
2003 36.1 41.5 51.4 44.0 173.0
2004 39.8 45.7 55.0 47.5 188.0
2005 46.9 51.3 56.0 45.8 200
2006 50.0 55.0 60.0 50.0 215
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun. 30 Sep. 30 Dec. 31
2002 .04 .11 .13 .13 .41
2003 d.01 .14 .22 .12 .47
2004 - - .14 .12 d.02 .24
2005 d.01 .15 .16 .08 .38
2006 .07 .15 .18 .10 .50
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2001 .036 .036 .036 .036 .14
2002 .038 .038 .038 .038 .15
2003 .042 .042 .042 .046 .17
2004 .046 .046 .046 .05 .19
2005 .05 .05 .05 .05 .20

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
3.49 3.76 3.51 3.96 4.23 4.41 5.08 5.58 5.89 5.91 6.47 7.86 8.56 9.57
.46 .48 .29 .46 .40 .40 .46 .49 .56 .62 .69 .80 .91 .90
.25 .23 .02 .20 .08 .09 .12 .16 .22 .27 .32 .40 .44 .41
.18 .19 .19 .19 .14 .08 .08 .09 .10 .10 .11 .14 .15 .16
.42 .53 .41 .44 .63 .75 .88 .99 .78 .83 .55 .58 1.11 1.87

2.59 2.70 2.53 2.54 2.42 2.42 2.57 2.52 2.65 2.83 3.20 3.61 4.03 4.49
10.82 10.93 11.05 11.24 11.40 11.55 11.18 11.86 12.05 12.21 12.50 13.33 13.50 13.66
12.8 14.2 NMF 14.5 35.8 22.3 14.6 16.6 16.9 17.2 19.6 17.0 19.8 24.8
.97 1.05 NMF .88 2.11 1.46 .98 1.04 .97 .89 1.12 1.11 1.01 1.35

5.8% 5.7% 5.5% 6.6% 4.7% 4.2% 4.7% 3.4% 2.7% 2.3% 1.8% 2.0% 1.7% 1.5%

56.8 66.2 71.0 72.2 80.9 104.7 115.5 130.8
1.4 1.9 2.6 3.4 4.2 5.4 6.2 6.0

39.0% 41.8% 41.6% 39.5% 39.0% 37.0% 36.0% 34.9%
- - - - - - - - - - - - 14.4% 3.2%

40.1% 50.2% 47.9% 48.7% 45.2% 48.8% 51.4% 56.7%
58.8% 48.9% 51.3% 50.5% 54.1% 50.7% 48.2% 42.9%

48.9 61.1 62.2 68.5 73.9 95.0 113.0 142.8
80.3 91.4 102.1 109.2 113.7 157.8 171.1 203.9

5.3% 5.5% 6.8% 7.1% 7.6% 7.6% 7.6% 5.8%
4.9% 6.3% 8.0% 9.5% 10.3% 11.1% 11.4% 9.7%
4.9% 6.3% 8.1% 9.6% 10.4% 11.1% 11.4% 9.7%
1.5% 2.9% 4.5% 6.0% 7.0% 7.8% 7.8% 6.3%
69% 55% 45% 38% 33% 31% 32% 36%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
11.23 9.69 10.25 10.75 Revenues per sh 12.10

.96 .71 .90 1.05 ‘‘Cash Flow’’ per sh 1.55

.47 .24 .38 .50 Earnings per sh A .87

.17 .19 .20 .22 Div’d Decl’d per sh B .29
1.19 1.33 1.30 1.25 Cap’l Spending per sh 1.40
5.14 6.48 6.65 6.95 Book Value per sh D 9.05

15.40 19.40 19.50 20.00 Common Shs Outst’g C 21.50
21.2 51.6 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 21.0
1.21 2.73 Relative P/E Ratio 1.40

1.7% 1.5% Avg Ann’l Div’d Yield 1.5%

173.0 188.0 200 215 Revenues ($mill) 260
7.2 4.5 8.0 10.0 Net Profit ($mill) 19.0

35.9% 36.1% 36.0% 36.0% Income Tax Rate 36.0%
- - 11.0% 7.5% 7.0% AFUDC % to Net Profit 5.5%

47.9% 47.9% 50.0% 50.0% Long-Term Debt Ratio 46.5%
51.8% 52.0% 50.0% 50.0% Common Equity Ratio 53.5%
152.8 242.0 260 280 Total Capital ($mill) 365
219.5 302.6 415 570 Net Plant ($mill) 840
6.2% 3.1% 4.5% 5.0% Return on Total Cap’l 6.5%
9.0% 3.6% 6.0% 7.0% Return on Shr. Equity 9.5%
9.1% 3.6% 6.0% 7.0% Return on Com Equity 9.5%
5.8% .8% 3.0% 4.5% Retained to Com Eq 6.5%
36% 78% 50% 40% All Div’ds to Net Prof 32%

Company’s Financial Strength B
Stock’s Price Stability 80
Price Growth Persistence 90
Earnings Predictability 60

(A) Diluted earnings. Excludes nonrecurring
gains (losses): ’00, (3¢); ’01, (5¢); ’02, 1¢; ’05,
(24¢). Next earnings report due early Novem-
ber.

(B) Dividends historically paid in late January,
April, July, and October.
(C) In millions, adjusted for splits.

(D) Includes intangibles. At 6/30/05, $31.1 mil-
lion, $1.59/share.

BUSINESS: Southwest Water Company provides a broad range of
services including water production, treatment and distribution;
wastewater collection and treatment; utility billing and collection;
utility infrastructure construction management; and public works
services. It operates out of two groups, Utility (37% of 2004 reve-
nues) and Services (63%). Utility owns and manages rate-regulated

public water utilities in California, New Mexico, Oklahoma, and
Texas. Services does mostly maintenance work on a contract
basis. Off. & dir. own 10.0% of com. shs.; T. Rowe Price, 7.1%
(4/05 proxy). Chrmn & CEO: Anton C. Garnier. Inc.: DE. Addr.: One
Wilshire Building, 624 S. Gramd Avemie. Ste. 2900, Los Angeles,
CA 90017. Tel.: 213-929-1800. Internet: www.southwestwater.com.

This report marks the debut of South-
west Water Company in The Value
Line Investment Survey. The company
provides both regulated and nonregulated
water service in several states. It also pro-
vides utility submetering to over two mil-
lion customers in 36 states.
Southwest’s second-quarter revenues
were the highest in the company’s his-
tory. During the period, revenues rose
12% and share earnings gained a penny.
The solid showing was fueled by last year’s
acquisition of Monarch Utilities and in-
creased project work. This was especially
impressive, as Southwest achieved the re-
sults despite heavy rainfall in the compa-
ny’s main operating region, California.
Looking forward, we expect a steady
stream of rate filings to help support top-
line advances over the next two years.
The company’s largest utility subsidi-
ary in California, Suburban Water,
should file for a rate increase soon.
The exact amount being asked for is still
unknown, but this looks to be the first
major case filed before the new, and pos-
sibly more Southwest-friendly California
Public Utilities Commission. If the results

of this filing are favorable, we expect the
subsidiary to become a primary growth
driver behind earnings in 2006 and
beyond.
Proceeds from the Master Tek dives-
ture have been put to good use. Man-
agement described the growth outlook for
Master Tek, a billing and collection compa-
ny for multi-family residential properties,
as being lackluster. The company was able
to sell the subsidiary in June for approxi-
mately $10 million, and most likely used
part of the proceeds to acquire the Shelby
County, Alabama wastewater system in
September. The Alabama systems are non-
regulated, which means higher margins
for the company. As an added bonus,
Southwest was able to secure 11 years of
automatic 8% rate increases in the region.
We expect the acquisition to start making
a positive impact on company profits by
early 2006.
Shares of Southwest Water Company
are ranked average for year-ahead
performance. However, our projections
show total-return potential for the years
out to 2008–2010 to be fairly limited.
Praneeth Satish October 28, 2005

LEGENDS
2.50 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

6-for-5 split 12/96
5-for-4 split 10/98
3-for-2 split 10/99
5-for-4 split 1/01
4-for-3 split 1/04
Options: No
Shaded area indicates recession
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Target Price Range
2008 2009 2010

AQUA AMERICA NYSE-WTR 31.70 31.4 34.1
21.0 1.76 1.8%

TIMELINESS 3 Raised 4/29/05

SAFETY 3 Lowered 8/1/03

TECHNICAL 2 Lowered 10/21/05
BETA .80 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+25%) 8%
Low 25 (-20%) -3%
Insider Decisions

D J F M A M J J A
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 1 0 1 6 0 0 1
to Sell 0 0 2 1 0 6 0 0 0
Institutional Decisions

4Q2004 1Q2005 2Q2005
to Buy 103 100 116
to Sell 49 57 64
Hld’s(000) 27052 26180 27475

High: 5.0 5.5 7.6 11.4 15.4 15.4 16.0 19.7 20.0 22.4 24.6 39.0
Low: 4.4 4.4 5.2 5.9 9.7 10.1 8.4 12.5 12.8 15.8 18.9 23.3

% TOT. RETURN 9/05
THIS VL ARITH.

STOCK INDEX
1 yr. 75.4 19.2
3 yr. 150.9 104.2
5 yr. 187.1 66.2

CAPITAL STRUCTURE as of 6/30/05
Total Debt $1003.4 mill. Due in 5 Yrs $220.0 mill.
LT Debt $844.5 mill. LT Interest $40.0 mill.
(Total interest coverage: 3.9x)

Pension Assets-12/04 $115.3 mill.
Oblig. $171.1 mill.

Pfd Stock None

Common Stock 96,136,189 shares
as of 7/22/05

MARKET CAP: $3.0 billion (Mid Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 39.2 13.1 5.4
Receivables 62.3 64.5 64.7
Inventory (AvgCst) 5.8 6.9 7.9
Other 5.1 5.6 4.8
Current Assets 112.4 90.1 82.8
Accts Payable 32.3 23.5 15.3
Debt Due 135.8 135.3 158.9
Other 63.9 58.6 56.4
Current Liab. 232.0 217.4 230.6
Fix. Chg. Cov. 344% 364% 361%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 5.5% 7.5% 9.0%
‘‘Cash Flow’’ 9.5% 9.5% 10.0%
Earnings 9.0% 8.5% 10.0%
Dividends 5.5% 6.5% 8.0%
Book Value 8.5% 10.5% 9.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2002 71.7 76.6 91.9 81.8 322.0
2003 80.5 83.4 102.1 101.2 367.2
2004 99.8 106.5 120.3 115.4 442.0
2005 114.0 123.1 135 122.9 495
2006 125 130 140 135 530
Cal- Full

endar Year
EARNINGS PER SHARE A D

Mar.31 Jun.30 Sep.30 Dec.31
2002 .14 .16 .25 .17 .72
2003 .15 .18 .24 .19 .76
2004 .17 .19 .26 .24 .85
2005 .20 .23 .29 .26 .98
2006 .23 .25 .34 .28 1.10
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .099 .099 .099 .106 .40
2002 .106 .106 .106 .112 .43
2003 .112 .112 .112 .12 .46
2004 .12 .12 .12 .13 .49
2005 .13 .13 .13 .143

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
4.53 2.70 2.85 2.43 2.27 2.42 2.45 2.48 2.69 2.79 3.21 3.29 3.59 3.79
.65 .58 .59 .52 .56 .56 .63 .67 .74 .81 .96 1.01 1.15 1.26
.27 .33 .33 .31 .33 .35 .39 .40 .46 .53 .56 .62 .68 .72
.24 .26 .26 .27 .27 .28 .29 .30 .32 .34 .36 .38 .40 .43

1.15 1.01 .72 .80 .63 .61 .69 .64 .77 1.09 1.20 1.55 1.45 1.60
2.92 2.80 2.76 2.79 3.05 3.21 3.28 3.59 3.79 4.28 4.57 5.13 5.53 5.81

29.45 30.48 31.06 38.40 44.55 44.83 47.81 49.31 50.60 54.15 80.10 83.87 85.48 84.90
12.9 10.2 10.8 12.5 14.4 13.5 12.0 15.6 17.8 22.5 21.2 18.2 23.6 23.6
.98 .76 .69 .76 .85 .89 .80 .98 1.03 1.17 1.21 1.18 1.21 1.29

6.9% 7.7% 7.2% 6.8% 5.9% 6.0% 6.2% 4.9% 3.9% 2.9% 3.0% 3.3% 2.5% 2.5%

117.0 122.5 136.2 151.0 257.3 275.5 307.3 322.0
19.0 19.8 23.2 28.8 45.0 50.7 58.5 62.7

40.4% 41.4% 40.6% 40.5% 38.4% 38.9% 39.3% 38.5%
1.6% - - - - - - - - - - - - - -

51.9% 54.1% 54.4% 52.7% 52.9% 52.0% 52.2% 54.2%
46.4% 44.0% 44.8% 46.6% 46.7% 47.8% 47.7% 45.8%
338.0 401.7 427.2 496.6 782.7 901.1 990.4 1076.2
436.9 502.9 534.5 609.8 1135.4 1251.4 1368.1 1490.8
7.7% 6.8% 7.4% 7.6% 7.6% 7.4% 7.8% 7.6%

11.7% 10.7% 11.9% 12.3% 12.2% 11.7% 12.3% 12.7%
11.7% 11.2% 12.0% 12.4% 12.3% 11.7% 12.4% 12.7%
3.5% 2.8% 3.6% 4.5% 4.3% 4.7% 5.1% 5.2%
71% 75% 70% 64% 65% 60% 59% 59%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
3.97 4.63 5.15 5.50 Revenues per sh 6.90
1.28 1.46 1.65 1.80 ‘‘Cash Flow’’ per sh 2.30
.76 .85 .98 1.10 Earnings per sh A 1.40
.46 .49 .53 .58 Div’d Decl’d per sh B■ .71

1.76 2.05 2.50 2.70 Cap’l Spending per sh 3.30
7.12 7.85 8.40 8.95 Book Value per sh 11.30

92.59 95.38 96.00 96.50 Common Shs Outst’g C 98.00
24.5 25.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 23.0
1.40 1.34 Relative P/E Ratio 1.55

2.5% 2.3% Avg Ann’l Div’d Yield 2.4%

367.2 442.0 495 530 Revenues ($mill) 675
67.3 80.0 95.0 105 Net Profit ($mill) 140

39.3% 39.4% 39.0% 39.0% Income Tax Rate 39.0%
3.2% 2.9% 2.5% 2.5% AFUDC % to Net Profit 2.5%

51.4% 50.0% 50.5% 50.0% Long-Term Debt Ratio 48.0%
48.6% 50.0% 49.5% 50.0% Common Equity Ratio 52.0%
1355.7 1497.3 1625 1735 Total Capital ($mill) 2125
1824.3 2069.8 2200 2340 Net Plant ($mill) 2820

6.4% 6.7% 7.0% 7.5% Return on Total Cap’l 8.0%
10.2% 10.7% 12.0% 12.0% Return on Shr. Equity 12.5%
10.2% 10.7% 12.0% 12.0% Return on Com Equity 12.5%
4.2% 4.6% 5.5% 5.5% Retained to Com Eq 6.5%
59% 57% 54% 53% All Div’ds to Net Prof 50%

Company’s Financial Strength B+
Stock’s Price Stability 85
Price Growth Persistence 95
Earnings Predictability 100

(A) Primary shares outstanding through ’96;
diluted thereafter. Excl. nonrec. gains (losses):
’90, (38¢); ’91, (34¢); ’92, (38¢); ’99, (11¢); ’00,
2¢; ’01, 2¢; ’02, 5¢; ’03, 4¢. Excl. gain from

disc. operations: ’96, 2¢. Next earnings report
due early November. (B) Dividends historically
paid in early March, June, Sept. & Dec. ■ Div’d.
reinvestment plan available (5% discount).

(C) In millions, adjusted for stock splits.
(D) May not sum due to rounding.

BUSINESS: Aqua America, Inc. is the holding company for water
and wastewater utilities that serve approximately 2.5 million resi-
dents in Pennsylvania, Ohio, New Jersey, Illinois, Maine, North
Carolina, Texas, Florida, Kentucky, and five other states. Divested
three of four non-water businesses in ’91; telemarketing group in
’93; and others. Acquired AquaSource, 7/03; Consumers Water,

4/99; and others. Water supply revenues ’04: residential, 60%;
commercial, 15%; industrial & other, 25%. Officers and directors
own 1.5% of the common stock (4/05 Proxy). Chairman & Chief Ex-
ecutive Officer: Nicholas DeBenedictis. Incorporated: Pennsylvania.
Address: 762 West Lancaster Avenue, Bryn Mawr, Pennsylvania
19010. Telephone: 610-525-1400. Internet: www.aquaamerica.com.

Aqua America did well again in the
second quarter, as year-to-year sales
rose 16% and earnings gained 21%.
The strong showing was driven by rate in-
creases and customer growth. Also of note
during the period was the company’s an-
nouncement that it would increase
quarterly dividends by 10% and imple-
ment a four-for-three stock split, both of
which become effective December 1, 2005.
Rate increases should continue to
help fuel top-line growth. The company
expects to file $42 million worth of rate
cases over the remainder of this year. The
filings will be spread across multiple
states, but almost $30 million will likely
apply to Pennsylvania. Looking forward a
few years, we expect Texas and California
to be key growth states. Management has
also expressed enthusiasm over possible
rate wins in North Carolina due to the
election of a new governor.
Aqua’s strong balance sheet will likely
continue to support acquisitions over
the years out to 2008–2010. The compa-
ny’s strategy is to grow customer rolls by
4% annually, which, when coupled with
rate increases, typically leads to a 7% in-

crease in yearly revenue. Growth over last
two years, though, has been accelerated
thanks to a couple of well-timed large ac-
quisitions, the most notable being
AquaSource. However, in the past, Aqua
has tended to purchase numerous smaller
businesses, and we suspect the company
will return to this strategy. By yearend,
Aqua should have made close to 30 acqui-
sitions in 2005, on top of the two large
ones. Plant spending, though, will likely
increase substantially in the coming years
since larger acquisitions require a greater
amount of maintenance. However, Aqua’s
A+ credit rating allows it to borrow at very
low rates, so we do not expect it to slow
down on the acquisition front.
Aqua America shares are ranked aver-
age for year-ahead performance. In-
creased media attention towards the water
industry has helped shares of the company
climb over 30% this year, but fundamen-
tals in the industry have remained largely
unchanged. Based on our long-term earn-
ings projections, WTR is already trading in
our 3- to 5-year Target Price Range,
making appreciation potential limited.
Praneeth Satish October 28, 2005

LEGENDS
1.50 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 7/96
4-for-3 split 1/98
5-for-4 split 12/00
5-for-4 split 12/01
5-for-4 split 12/03
Options: Yes
Shaded area indicates recession
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December 16, 2005 NATURAL GAS (DISTRIBUTION) 459
The Natural Gas Distribution Industry is

ranked near the bottom of the Value Line universe
for Timeliness: 95 of (98). The key features of gas
utility stocks are their safety and better-than-
average dividend yields, rather than price perfor-
mance or appreciation potential. It should be
noted that the distribution industry is in the
middle of its most profitable quarters, thanks to
the winter heating season.

Regulated Utilities

Local distribution companies (LDCs) are natural gas
utilities that are regulated by both individual state
and/or federal regulatory agencies. They are considered
natural monopolies since it is more cost-effective to build
one pipeline system to serve a region, versus multiple
distributors competing over the same location. Since
these companies are essentially able to operate as mo-
nopolies, the government sets allowable rates of return
each company can earn, typically between 10% and 12%.
This is one of the contributing factors to the limited
volatility in share prices for these distributors. However,
should earnings be less than the permitted rate, the
company is able to petition regulators for higher rates.
Likewise, if it is determined that a distributor is earning
in excess of its allowable rates, it may be subject to a rate
review. In addition, some companies now have weather
plans in place to protect against abnormal temperatures.
Two such companies are WGL Holdings in its Maryland
service territory, and Southwest Gas. The Maryland
weather-normalization program protects the company
against revenue variations due to changes in usage,
caused by weather deviations from the norm, along with
conservation among customers. Southwest is awaiting a
rate case decision in Arizona, which would mitigate the
impact of weather on earnings and allow the company to
recover higher costs. Programs such as these create a
more consistent year-over-year earnings stream.

Nonregulated Activities

Industry deregulation has allowed gas utilities to
expand their businesses beyond their normal distribu-
tion operations. The companies that expand into those
arenas enjoy the opportunity to enter businesses with no
restrictions on return on equity. Some activities include
retail energy marketing, energy trading, and oil and gas

exploration and production. In fact, nearly all of the
companies in this industry have at least some exposure
to the nonregulated segment, with many looking to
further expand operations here. One such company is
South Jersey at its Marina Energy unit. The division will
be expanding its Atlantic City thermal electric plant to
support the scheduled 500,000-square-foot expansion at
the Borgata Hotel casino & Spa.

Natural Gas Prices

Natural gas prices reached lofty levels following the
hurricanes that hit the Gulf Coast. Although they came
down somewhat, they were still high compared to prior
years. Prices have recently returned to these high levels,
most likely because of cold weather in the Northeast.
Typically, those companies that are involved in nonregu-
lated activities stand to benefit the most from higher
prices. The regulated utilities continue to earn their
allowable rate of return, but the added expenses are
eventually passed on to customers in the form of higher
utility bills. These added charges then result in a higher
level of bad debt expense, since some low-income cus-
tomers are unable to afford these bills. Sharply rising
bills can also result in the loss of customers to other
fuels. If the winter turns out to be colder than normal,
gas volume use will likely increase. However, due to high
gas prices, customers may well begin to conserve to cut
down on their utility bills, thereby lowering profits.

Investment Advice

The stocks in this industry are generally suitable for
income-oriented investors, and offer good stock price
stability. Risk-adverse investors still may want to pri-
marily focus on those companies that derive most of
their earnings from regulated activities. As companies
have begun to shift their operations toward nonregu-
lated businesses, the potential for capital appreciation is
increased, but so is the risk for capital losses. Note that
especially high dividend yields for stocks in this sector
can mean growth opportunities are constrained. Also, as
companies expand into nonregulated activities they may
be less willing to raise the dividend payout, instead
using these funds to finance capital expenditures.

Evan I. Blatter
Composite Statistics: Natural Gas (Distribution)

2001 2002 2003 2004 2005 2006 08-10
27611 22947 29981 33220 35000 37950 Revenues ($mill) 42000

1070.4 1231.5 1395.3 1735.9 1750 1850 Net Profit ($mill) 2100
39.7% 35.3% 37.4% 35.6% 36.0% 36.0% Income Tax Rate 36.0%

3.9% 5.4% 4.7% 5.2% 5.0% 4.9% Net Profit Margin 5.0%
57.4% 57.8% 55.9% 53.2% 53.0% 53.0% Long-Term Debt Ratio 52.5%
41.5% 41.4% 43.7% 45.7% 45.0% 45.0% Common Equity Ratio 45.5%
24342 24907 28436 31268 33500 35400 Total Capital ($mill) 39450
24444 25590 31732 32053 33500 35000 Net Plant ($mill) 40000
6.1% 6.6% 6.4% 7.1% 7.0% 7.0% Return on Total Cap’l 7.0%

10.3% 11.7% 11.1% 11.9% 12.0% 12.0% Return on Shr. Equity 12.5%
10.5% 11.8% 11.2% 12.0% 12.0% 12.0% Return on Com Equity 12.5%

2.5% 3.9% 4.1% 5.5% 5.5% 5.5% Retained to Com Eq 5.5%
76% 68% 64% 55% 60% 60% All Div’ds to Net Prof 60%
16.8 14.8 14.1 13.6 Avg Ann’l P/E Ratio 13.0

.86 .81 .80 .72 Relative P/E Ratio .87
4.5% 4.5% 4.5% 4.0% Avg Ann’l Div’d Yield 4.6%

244% 280% 314% 308% 315% 330% Fixed Charge Coverage 375%
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Target Price Range
2008 2009 2010

CASCADE NAT’L GAS NYSE-CGC 20.20 22.7 24.6
18.0 1.23 4.8%

TIMELINESS 4 Raised 9/23/05

SAFETY 3 New 7/27/90

TECHNICAL 3 Raised 5/13/05
BETA .80 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 30 (+50%) 14%
Low 20 (Nil) 5%
Insider Decisions

J F M A M J J A S
to Buy 1 0 1 0 2 1 0 0 0
Options 0 2 0 0 0 0 0 0 0
to Sell 0 1 0 0 0 0 0 0 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 37 35 44
to Sell 40 37 28
Hld’s(000) 4743 4474 4775

High: 18.1 17.5 17.5 19.0 18.7 19.8 20.9 22.8 24.2 22.0 23.0 22.8
Low: 12.8 13.0 13.4 15.3 14.6 14.4 13.4 17.4 15.5 18.0 19.1 18.0

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. -0.5 10.4
3 yr. 19.0 74.6
5 yr. 47.1 81.1

CAPITAL STRUCTURE as of 6/30/05

Total Debt $180.9 mill. Due in 5 Yrs $55.0 mill.
LT Debt $158.9 mill. LT Interest $10.0 mill.
(LT interest earned: 2.8x; total interest
coverage: 2.7x)

Pension Assets-9/04 $51.3 mill. Oblig. $65.5 mill.

Pfd Stock None

Common Stock 11,413,000 shs.
as of 9/30/05
MARKET CAP: $225 million (Small Cap)
CURRENT POSITIONA 2003 2004 6/30/05

($MILL.)
Cash Assets 7.5 .5 .7
Other 33.1 65.9 64.8
Current Assets 40.6 66.4 65.5
Accts Payable 10.5 12.9 11.0
Debt Due 25.8 47.5 22.0
Other 19.7 38.6 38.8
Current Liab. 56.0 99.0 71.8
Fix. Chg. Cov. 213% 269% 260%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 3.0% 9.5% 6.0%
‘‘Cash Flow’’ 3.0% 3.0% 6.5%
Earnings 3.5% 1.0% 3.0%
Dividends - - - - .5%
Book Value .5% - - 7.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2002 102.8 122.3 56.8 39.1 321.0
2003 100.5 109.3 53.8 39.2 302.8
2004 104.9 119.4 52.1 41.7 318.1
2005 104.6 117.7 56.3 47.9 326.5
2006 107 125 60.0 48.0 340
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2002 .56 .86 d.06 d.23 1.13
2003 .60 .67 d.18 d.22 .87
2004 .72 .79 d.05 d.26 1.19
2005 .59 .65 d.10 d.32 .82
2006 .62 .68 d.09 d.26 .95
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .24 .24 .24 .24 .96
2002 .24 .24 .24 .24 .96
2003 .24 .24 .24 .24 .96
2004 .24 .24 .24 .24 .96
2005 .24 .24 .24 .24

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
26.87 24.45 23.27 20.03 21.88 21.59 19.98 11.84 17.85 17.17 18.89 21.90 30.40 29.06
2.47 2.36 2.29 1.66 2.04 1.71 2.07 1.22 1.92 2.06 2.40 2.60 2.72 2.48
1.29 1.26 1.14 .63 1.05 .60 .80 .39 .93 .84 1.24 1.39 1.47 1.13
.85 .87 .90 .93 .94 .96 .96 .72 .96 .96 .96 .96 .96 .96

1.99 2.50 2.97 4.64 3.85 3.06 4.12 2.42 2.66 2.32 1.81 1.65 2.16 1.91
7.96 8.33 8.63 9.09 9.96 9.81 9.76 10.09 10.16 10.07 10.36 10.79 11.01 10.34
6.49 6.56 6.63 7.61 8.57 8.91 9.14 10.79 10.97 11.05 11.05 11.05 11.05 11.05
8.6 8.9 12.2 23.7 16.6 25.7 18.2 40.0 17.6 19.4 13.7 11.7 13.4 18.2
.65 .66 .78 1.44 .98 1.69 1.22 2.51 1.01 1.01 .78 .76 .69 .99

7.7% 7.8% 6.4% 6.2% 5.4% 6.2% 6.6% 4.6% 5.9% 5.9% 5.7% 5.9% 4.9% 4.7%

182.7 127.7 195.8 189.7 208.6 241.9 335.8 321.0
7.7 4.2 10.6 9.8 14.2 15.4 16.2 12.5

36.8% 34.8% 37.1% 37.4% 36.5% 37.1% 35.0% 34.9%
4.2% 3.3% 5.4% 5.2% 6.8% 6.4% 4.8% 3.9%

51.4% 46.8% 50.6% 48.4% 50.9% 51.2% 50.7% 59.1%
45.0% 50.0% 46.5% 48.7% 46.6% 48.8% 49.3% 40.9%
198.5 217.8 239.4 228.5 245.6 244.2 246.6 279.1
239.1 255.7 265.2 276.6 282.3 284.8 294.2 299.6
5.9% 3.4% 6.2% 6.1% 7.5% 8.1% 8.5% 6.4%
8.0% 3.6% 9.0% 8.3% 11.7% 12.9% 13.3% 10.9%
8.1% 3.5% 9.1% 8.3% 12.0% 12.9% 13.3% 10.9%
NMF NMF .7% NMF 2.7% 4.0% 4.6% 1.7%

106% NMF 93% 108% 78% 69% 65% 85%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
27.20 28.23 28.60 29.80 Revenues per sh A 40.00
2.25 2.63 2.30 2.65 ‘‘Cash Flow’’ per sh 3.60
.87 1.19 .82 .95 Earnings per sh AB 1.25
.96 .96 .96 .96 Div’ds Decl’d per sh C■ .98

2.56 3.50 2.50 3.05 Cap’l Spending per sh 4.40
10.11 10.52 10.45 10.95 Book Value per sh D 15.30
11.13 11.27 11.41 11.40 Common Shs Outst’g E 12.00
22.0 17.5 25.1 Avg Ann’l P/E Ratio 20.0
1.25 .92 1.32 Relative P/E Ratio 1.35

5.0% 4.6% 4.7% Avg Ann’l Div’d Yield 3.9%

302.8 318.1 326.5 340 Revenues ($mill) A 480
9.7 13.3 9.2 11.0 Net Profit ($mill) 15.0

34.2% 36.2% 37.9% 37.5% Income Tax Rate 38.5%
3.2% 4.2% 2.8% 3.2% Net Profit Margin 3.1%

55.9% 52.1% 56.0% 55.0% Long-Term Debt Ratio 51.0%
44.1% 47.9% 44.0% 45.0% Common Equity Ratio 49.0%
255.5 247.4 300 320 Total Capital ($mill) 375
312.3 334.6 350 375 Net Plant ($mill) 475
6.0% 7.7% 5.0% 5.5% Return on Total Cap’l 5.5%
8.6% 11.2% 7.5% 9.0% Return on Shr. Equity 8.5%
8.6% 11.2% 7.5% 9.0% Return on Com Equity 8.5%
NMF 2.1% NMF Nil Retained to Com Eq 2.0%

110% 81% 119% 99% All Div’ds to Net Prof 78%

Company’s Financial Strength B+
Stock’s Price Stability 80
Price Growth Persistence 55
Earnings Predictability 70

(A) Cal. yr. thru. 12/95. Changed to 9/30 fiscal
yr. in ’96. (B) Primary egs. thru. ’97, then
diluted. Excl. nonrec. gains (losses): ’91, 19¢;
’93, 3¢; ’96, (11¢); ’98, (2¢); ’99, (1¢); ’01, 9¢;

’02, (16¢); ’03, (5¢). ’04 egs. don’t add to total
due to rounding. Next egs. rpt. due late Jan.
(C) Dividends historically paid in the middle of
Feb., May, Aug., Nov. ■Div’d reinvest. plan

avail.
(D) Incl. deferred charges. In ’04: $21.4 mill.,
$1.90/sh. (E) In mill., adj. for stk. split.

BUSINESS: Cascade Natural Gas Corporation distributes natural
gas to around 227,000 customers in Washington and Oregon. In
2004, total throughput was 113.4 billion cu. ft. Core customers:
residential, commercial, firm industrial, interruptible (69% of oper.
margin, 23% of gas deliveries); non-core: industrial, transportation
service (31%, 77%). Serves pulp & paper, plywood, chem. fertiliz-

ers, oil refining, & food process. inds. Main connecting pipeline:
Northwest Pipeline Corp. ’04 deprec. rate: 6.5%. Est’d plant age: 12
yrs. Has around 430 employees. Officers and directors own 1.7% of
com. (12/04 proxy). President and Chief Executive Officer: David
W. Stevens. Inc.: WA. Address: 222 Fairview Ave. North, Seattle,
WA 98109. Tel.: 206-624-3900. Internet: www.cngc.com.

We believe that Cascade Natural Gas’
bottom line will recover some in fiscal
2006, which began October 1st. This
should come about partly by further ex-
pansion of the customer base, an adjust-
ment in the employee benefits plan, and
savings from a consolidated call center for
customers. The company should also be
helped by the absence of costs stemming
from the transition to a new executive
team, and staff reductions (which, com-
bined, amounted to $0.13 a share last
year). But demand from residential and
commercial customers may be held back,
to a certain extent, by conservation efforts
caused by persistently high natural gas
prices and improved energy efficiency in
buildings and appliances. Too, it seems
that margins from the gas management
services business will continue to suffer
from competition from energy marketers, a
segment that has made a comeback since
the demise of Enron. All things considered,
Cascade’s earnings per share may well ad-
vance to $0.95 in fiscal 2006.
We remain positive about the compa-
ny’s 2008-2010 prospects. Generally fa-
vorable economic conditions in Washing-

ton and Oregon helped annual account
hookups to rise at a steady rate in the
past, and it appears that this trend will
continue. Also, given the environmental
advantages of natural gas and assuming
that prices for this fuel source don’t get
out of reach for the mainstream, a sig-
nificant portion of new customers may still
come from conversions. These factors
ought to enable annual bottom-line gains
to be in the upper-single-digit range over
the coming 3- to 5-year period.
Cascade shares, ranked 4 (Below
Average) for Timeliness, offer a
decent dividend yield. But additional
increases in the payout will likely be slow
in coming, as cash flows are used to meet
the requirements of a growing customer
base. Another factor to consider is the
sensitivity of earnings to changes in
service-area temperatures, given the ab-
sence of weather-normalization adjust-
ment mechanisms. (Management is seek-
ing a rate design that would diminish the
temperature impact, but it’s unclear, at
this juncture, when regulators would ap-
prove such a measure.)
Frederick L. Harris, III December 16, 2005

LEGENDS
1.13 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 12/93
Options: No
Shaded area indicates recession
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2008 2009 2010

KEYSPAN CORP. NYSE-KSE 33.37 13.5 13.0
14.0 0.73 5.5%

TIMELINESS 4 Lowered 12/10/04

SAFETY 2 Lowered 3/26/99

TECHNICAL 4 Lowered 12/2/05
BETA .85 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 50 (+50%) 15%
Low 35 (+5%) 7%
Insider Decisions

J F M A M J J A S
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 4 0 5 1 2 0 0
to Sell 0 0 4 0 6 1 2 0 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 138 196 170
to Sell 135 85 118
Hld’s(000) 81446 90574 90849

High: 28.6 29.6 32.6 37.1 37.6 31.3 43.6 41.9 38.2 38.1 41.5 41.0
Low: 21.5 22.0 24.9 26.1 25.4 22.5 20.2 29.1 27.4 31.0 33.9 32.7

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. -11.0 10.4
3 yr. 10.2 74.6
5 yr. 12.8 81.1

CAPITAL STRUCTURE as of 9/30/05
Total Debt $4.236 bill. Due in 5 Yrs $2.5 bill.
LT Debt $3.915 bill. LT Interest $280 mill.
(total interest coverage: 3.8x)

Pension Assets-12/04 $1.9 bill. Oblig. $2.3 bill.

Pfd Stock None Pfd Div’d Nil

Common Stock 174,361,293 shs.
as of 10/12/05
MARKET CAP: $5.8 billion (Large Cap)

CURRENT POSITION 2003 2004 9/30/05
($MILL.)

Cash Assets 205.8 922.0 84.0
Other 2181.1 2156.6 2869.4
Current Assets 2386.9 3078.6 2200.4
Accts Payable 1141.6 906.7 756.3
Debt Due 483.4 928.3 321.5
Other 223.8 447.3 631.1
Current Liab. 1848.8 2282.3 1708.9
Fix. Chg. Cov. 315% 257% NMF
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 6.0% 13.5% 3.0%
‘‘Cash Flow’’ 8.0% 17.0% -.5%
Earnings 4.5% 21.0% 1.0%
Dividends 3.0% 4.0% 2.0%
Book Value 4.0% 1.5% 5.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.) A

Mar.31 Jun.30 Sep.30 Dec.31
2002 1871 1215 1076 1807 5970.7
2003 2512 1408 1131 1862 6915.2
2004 2595 1365 1050 1638 6650.5
2005 2480 1342 1303 1875 7000
2006 2700 1425 1200 1925 7250
Cal- Full

endar Year
EARNINGS PER SHARE A B

Mar.31 Jun.30 Sep.30 Dec.31
2002 1.51 .20 .02 1.02 2.75
2003 1.53 d.05 .07 1.07 2.62
2004 1.39 .13 .03 .88 2.43
2005 1.43 .11 .13 .78 2.45
2006 1.47 .10 .05 .88 2.50
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID A C ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .445 .445 .445 .445 1.78
2002 .445 .445 .445 .445 1.78
2003 .445 .445 .445 .445 1.78
2004 .445 .445 .445 .445 1.78
2005 .455 .455 .455 .455

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
26.71 26.64 23.43 24.74 25.99 28.13 24.93 28.72 29.12 13.20 22.07 37.56 47.57 41.92
2.64 2.62 2.38 3.03 3.04 3.29 3.35 3.54 4.27 .45 3.57 4.51 5.72 6.36
1.68 1.62 1.45 1.35 1.73 1.85 1.90 1.96 2.12 d1.34 1.62 2.10 1.72 2.75
1.19 1.23 1.27 1.29 1.32 1.35 1.39 1.42 1.46 1.50 1.78 1.78 1.78 1.78
4.30 3.51 3.44 3.95 4.37 4.15 4.36 6.04 5.60 5.19 5.42 4.64 7.60 7.96

13.36 13.68 14.37 14.55 15.54 16.27 16.94 18.17 19.09 23.18 20.28 20.65 20.73 20.67
36.29 37.30 42.28 43.45 46.38 47.59 48.79 49.86 50.77 130.42 133.87 136.36 139.43 142.42
10.1 11.9 13.1 15.1 14.3 13.7 12.7 13.7 13.8 - - 16.8 14.8 20.8 12.7
.76 .88 .84 .92 .84 .90 .85 .86 .80 - - .96 .96 1.07 .69

7.0% 6.4% 6.7% 6.4% 5.3% 5.3% 5.8% 5.3% 5.0% 4.8% 6.5% 5.7% 5.0% 5.1%

1216.3 1432.0 1478.2 1721.9 2954.6 5121.5 6633.1 5970.7
91.8 97.2 106.1 d166.9 258.6 300.8 243.7 397.4

32.0% 28.9% 35.0% - - 34.5% 41.8% 46.4% 36.2%
7.6% 6.8% 7.2% NMF 8.8% 5.9% 3.7% 6.7%

46.4% 43.8% 43.5% 31.8% 37.5% 59.6% 61.2% 63.3%
53.2% 55.8% 56.5% 59.4% 60.6% 39.2% 37.7% 35.7%
1553.8 1624.4 1714.1 5089.9 4482.1 7175.0 7672.3 8252.5
1512.6 1698.1 1810.6 3778.3 4240.0 6358.3 6605.9 7217.6

7.5% 7.4% 7.3% NMF 7.1% 5.3% 4.5% 6.2%
11.0% 10.7% 10.9% NMF 9.2% 10.4% 8.2% 13.1%
11.1% 10.7% 10.9% NMF 8.2% 10.0% 8.2% 13.3%
2.9% 2.9% 3.3% NMF NMF 1.4% NMF 4.8%
74% 73% 70% NMF 110% 86% 103% 65%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
43.31 41.35 40.10 41.45 Revenues per sh A 48.00
6.22 5.88 4.65 4.80 ‘‘Cash Flow’’ per sh 5.60
2.62 2.44 2.45 2.50 Earnings per sh B 3.10
1.78 1.79 1.82 1.82 Div’ds Decl’d per sh C ■ 2.10
6.34 4.89 3.60 3.60 Cap’l Spending per sh 3.80

22.94 24.22 25.40 25.45 Book Value per sh D 29.50
159.66 160.82 174.50 175.00 Common Shs Outst’g E 177.00

13.1 15.3 Bold figures are
Value Line
estimates

Avg Ann’l P/E Ratio 13.5
.75 .82 Relative P/E Ratio .90

5.2% 4.8% Avg Ann’l Div’d Yield 5.0%

6915.2 6650.5 7000 7250 Revenues ($mill) A 8500
424.2 398.7 410 440 Net Profit ($mill) 550

39.5% 34.6% 38.0% 38.0% Income Tax Rate 38.0%
6.1% 6.0% 5.9% 6.1% Net Profit Margin 6.5%

60.0% 53.0% 47.0% 47.0% Long-Term Debt Ratio 49.0%
39.1% 46.7% 53.0% 53.0% Common Equity Ratio 51.0%
9356.9 8333.1 8400 8700 Total Capital ($mill) 10000
8894.3 7067.9 7300 7500 Net Plant ($mill) 8500

5.8% 8.1% 6.0% 6.0% Return on Total Cap’l 7.0%
11.3% 10.2% 9.5% 9.5% Return on Shr. Equity 10.5%
11.4% 10.2% 9.5% 9.5% Return on Com Equity 10.5%
3.9% 2.3% 2.5% 3.0% Retained to Com Eq 4.0%
66% 73% 74% 73% All Div’ds to Net Prof 68%

Company’s Financial Strength B++
Stock’s Price Stability 95
Price Growth Persistence 55
Earnings Predictability 20

(A) Data for former KeySpan Energy through
’97 (years ended 9/30); new KeySpan Corp.
from ’98 on a calendar fiscal year. (B) Diluted
shs. Excl. nonrecur. gains (charges): ’90,

($0.19); ’96, $0.52; ’97, $0.16; ’03, ($0.23); ’04,
($0.40). Excl. gain (loss) discont. ops.: ’00,
($0.02); ’01, ($0.14); ’02, ($0.14); ’03, $0.01;
’04, $0.81. Next egs. report due late Jan. (C)

Divs historically paid early Feb., May, Aug.,
and Nov. ■ Div’d reinvestment plan avail-
able.(D) Includes def. charges. At 12/31/04:
$18.31 /sh. (E) In millions, adjusted for split.

BUSINESS: KeySpan Corp. is a holding company created 5/98, via
the merger of KeySpan Energy (formerly Brooklyn Union) and Long
Island Lighting. Acq. Eastern Enterprises 11/00, making KeySpan
the largest gas distributor in the Northeast, serving most of New
York City and nearby Long Island, and parts of New England. Has
2.5 mill. gas meters in one-family homes and apartments. Also gen-

erates electricity and operates transmission/distr. sys. by contract
with L.I. Power Author. Sold its stake in Houston Exploration, 2004.
Owns 20% of Iroquois Pipeline. Non-regulated subs. market gas
supplies, sell ind’l energy mgmt. svcs. Has 9,950 empls. Chrmn.:
R.B. Catell. Inc.: NY. Address: 1 MetroTech Center, Brooklyn, NY
11201. Tel.: 718-403-1000. Web:www.keyspanenergy.com.

KeySpan’s third-quarter earnings
came in better than expected. (Our es-
timate was a loss of a penny a share.)
Electric services profits jumped 34% as a
result of weather that was 50% warmer
than normal, fuel price spreads, and good
online performance by the generating
plants. That more than offset increased
losses in the gas distribution business
(which usually loses money in the sum-
mer), due in part to higher uncollectible
debts. Finally, interest costs declined 24%
from the prior-year period, thanks to an
11% reduction in outstanding debt since
the end of 2004 and debt refinancing. We
think that uncollectible debts will remain
above recent levels through next winter.
The earnings outlook for 2006 is
mixed. On the plus side, the company will
probably hook up enough new gas custom-
ers in 2005 to raise gross profits by around
$40 million in 2006. And Massachusetts
has approved a regulatory change that
should permit KeySpan to recover more
uncollectible debts. But gas customers will
probably pay 30% to 40% more for heat
this winter, an unprecedented jump that
could result in very high bad debts and

noticeable conservation. Electric service
earnings could suffer in 2006 if a planned
10% generating capacity increase in New
York City actually comes on line. New
York regulators, however, will probably
raise the amount of power that must be
generated in the City, mitigating the ef-
fects of new capacity. Finally, the sideline
energy services business should lose a bit
less or even make a little money.
Longer term, share net should rise at
a modest pace. KeySpan has over
500,000 prospective gas customers near its
mains that could be hooked up relatively
easily. New York City’s power demands
should grow steadily and yield more prof-
its, despite some possible excess capacity
in 2006. And, having reduced its debt-to-
capital ratio to around 47%, the company
could invest several hundred million dol-
lars in acquisitions without endangering
its credit ratings.
These untimely shares offer decent
risk-adjusted total return potential.
KSE’s dividend yield is above the industry
average, and the company has some
growth prospects.
Sigourney B. Romaine December 16, 2005

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 7/93
Options: Yes
Shaded area indicates recession

© 2005, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

To subscribe call 1-800-833-0046.

RECENT
PRICE

P/E
RATIO

RELATIVE
P/E RATIO

DIV’D
YLD( )Trailing:

Median:
VALUE
LINE



64
48
40
32
24
20
16
12

8
6

Percent
shares
traded

7.5
5

2.5

Target Price Range
2008 2009 2010

LACLEDE GROUP NYSE-LG 29.32 14.7 15.4
15.0 0.80 4.7%

TIMELINESS 4 Raised 8/5/05

SAFETY 2 Raised 6/20/03

TECHNICAL 3 Lowered 11/18/05
BETA .80 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 40 (+35%) 12%
Low 30 (Nil) 6%
Insider Decisions

J F M A M J J A S
to Buy 0 0 0 0 0 0 0 0 0
Options 0 3 1 0 0 0 0 0 3
to Sell 0 3 1 0 0 0 0 0 3
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 54 48 51
to Sell 38 45 35
Hld’s(000) 6440 6362 6774

High: 25.6 23.1 24.9 28.6 27.9 27.0 24.8 25.5 25.0 30.0 32.5 34.3
Low: 18.3 18.4 20.0 20.3 22.4 20.0 17.5 21.3 19.0 21.8 26.0 26.9

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. -2.8 10.4
3 yr. 44.9 74.6
5 yr. 70.3 81.1

CAPITAL STRUCTURE as of 6/30/05
Total Debt $427.9 mill. Due in 5 Yrs $175.0 mill.
LT Debt $340.4 mill. LT Interest $25.0 mill.
(Total interest coverage: 2.9x)

Leases, Uncapitalized Annual rentals $1.6 mill.
Pension Assets-9/04 $259.5 mill.

Oblig. $252.6 mill.
Pfd Stock $1.1 mill. Pfd Div’d $.06 mill.
Common Stock 21,143,581 shs.
as of 7/29/05

MARKET CAP: $625 million (Small Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 7.3 13.9 4.8
Other 280.6 323.7 275.8
Current Assets 287.9 337.6 280.6

Accts Payable 66.0 68.4 89.4
Debt Due 218.2 96.5 87.5
Other 82.1 97.7 82.3
Current Liab. 366.3 262.6 259.2
Fix. Chg. Cov. 295% 279% 280%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 5.0% 11.0% 14.5%
‘‘Cash Flow’’ 1.0% -1.0% 6.5%
Earnings 1.5% -.5% 6.0%
Dividends 1.0% .5% 1.5%
Book Value 2.5% 1.5% 9.5%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.)A
Dec.31 Mar.31 Jun.30 Sep.30

2002 194.6 287.5 147.3 125.8 755.2
2003 280.1 422.2 186.6 161.4 1050.3
2004 332.6 475.0 245.1 197.6 1250.3
2005 442.5 576.5 311.3 266.7 1597.0
2006 515 635 365 315 1830
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B F

Dec.31 Mar.31 Jun.30 Sep.30
2002 .41 1.10 d.05 d.28 1.18
2003 .80 1.14 .11 d.21 1.82
2004 .87 1.12 .19 d.28 1.82
2005 .79 1.06 .29 d.24 1.90
2006 .83 1.13 .28 d.24 2.00
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .335 .335 .335 .335 1.34
2002 .335 .335 .335 .335 1.34
2003 .335 .335 .335 .335 1.34
2004 .335 .34 .34 .34 1.36
2005 .34 .345 .345 .345

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
31.57 30.21 28.10 26.83 32.33 33.43 24.79 31.03 34.33 31.04 26.04 29.99 53.08 39.84
2.47 2.13 2.37 2.32 2.81 2.65 2.55 3.29 3.32 3.02 2.56 2.68 3.00 2.56
1.45 1.08 1.28 1.17 1.61 1.42 1.27 1.87 1.84 1.58 1.47 1.37 1.61 1.18
1.15 1.18 1.20 1.20 1.22 1.22 1.24 1.26 1.30 1.32 1.34 1.34 1.34 1.34
1.82 1.87 2.46 2.87 2.62 2.50 2.63 2.35 2.44 2.68 2.58 2.77 2.51 2.80

11.74 11.75 11.83 11.79 12.19 12.44 13.05 13.72 14.26 14.57 14.96 14.99 15.26 15.07
15.59 15.59 15.59 15.59 15.59 15.67 17.42 17.56 17.56 17.63 18.88 18.88 18.88 18.96
10.3 14.6 12.5 15.8 13.5 16.4 15.5 11.9 12.5 15.5 15.8 14.9 14.5 20.0
.78 1.08 .80 .96 .80 1.08 1.04 .75 .72 .81 .90 .97 .74 1.09

7.7% 7.5% 7.5% 6.5% 5.6% 5.3% 6.3% 5.6% 5.6% 5.4% 5.8% 6.6% 5.7% 5.7%

431.9 544.8 602.8 547.2 491.6 566.1 1002.1 755.2
20.9 32.8 32.5 27.9 26.9 26.0 30.5 22.4

32.1% 35.9% 36.1% 35.6% 35.5% 35.2% 32.7% 35.4%
4.8% 6.0% 5.4% 5.1% 5.5% 4.6% 3.0% 3.0%

40.2% 42.5% 38.0% 40.9% 41.8% 45.2% 49.5% 47.5%
59.3% 57.1% 61.6% 58.6% 57.8% 54.5% 50.2% 52.3%
383.5 422.2 406.8 438.0 488.6 519.2 574.1 546.6
434.3 452.2 467.6 490.6 519.4 575.4 602.5 594.4
7.1% 9.4% 9.7% 8.1% 7.1% 6.7% 6.9% 6.0%
9.1% 13.5% 12.9% 10.8% 9.5% 9.1% 10.5% 7.8%
9.2% 13.6% 12.9% 10.8% 9.5% 9.1% 10.5% 7.8%
.4% 4.5% 3.9% 1.8% 1.0% .2% 1.8% NMF
96% 67% 70% 83% 89% 98% 83% 113%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
54.95 59.59 76.05 85.10 Revenues per sh 116.30
3.15 2.79 3.15 3.35 ‘‘Cash Flow’’ per sh 4.15
1.82 1.82 1.90 2.00 Earnings per sh A B 2.30
1.34 1.35 1.37 1.39 Div’ds Decl’d per sh C■ 1.45
2.67 2.45 2.85 3.00 Cap’l Spending per sh 3.75

15.65 16.96 17.45 19.00 Book Value per sh D 27.35
19.11 20.98 21.00 21.50 Common Shs Outst’g E 21.50
13.6 15.7 16.2 Avg Ann’l P/E Ratio 15.5
.78 .82 .85 Relative P/E Ratio 1.05

5.4% 4.7% 4.4% Avg Ann’l Div’d Yield 4.1%

1050.3 1250.3 1597.0 1830 Revenues ($mill) A 2500
34.6 36.1 40.1 45.0 Net Profit ($mill) 50.0

35.0% 34.8% 34.1% 35.0% Income Tax Rate 35.0%
3.3% 2.9% 2.5% 2.5% Net Profit Margin 2.0%

50.4% 51.6% 48.0% 49.0% Long-Term Debt Ratio 51.0%
49.4% 48.3% 52.0% 51.0% Common Equity Ratio 49.0%
605.0 737.4 710 800 Total Capital ($mill) 1200
621.2 646.9 680 705 Net Plant ($mill) 950
7.4% 6.6% 7.0% 7.0% Return on Total Cap’l 5.5%

11.5% 10.1% 11.0% 11.0% Return on Shr. Equity 8.5%
11.6% 10.1% 11.0% 11.0% Return on Com Equity 8.5%
3.1% 2.7% 3.0% 3.5% Retained to Com Eq 3.0%
74% 73% 72% 66% All Div’ds to Net Prof 62%

Company’s Financial Strength B+
Stock’s Price Stability 95
Price Growth Persistence 50
Earnings Predictability 65

(A) Fiscal year ends Sept. 30th.
(B) Based on average shares outstanding thru.
’97, then diluted. Next earnings report due late
Jan.

(C) Dividends historically paid in early January,
April, July, and October. ■ Dividend reinvest-
ment plan available.
(D) Incl. deferred charges. In ’04: $206.6 mill.,

$9.85/sh.
(E) In millions. Adjusted for stock split.
(F) Qtly. egs. may not sum due to change in
shares outstanding.

BUSINESS: Laclede Group, Inc., is a holding company for Laclede
Gas, which distributes natural gas in eastern Missouri (population, 2
million), including the city of St. Louis, St. Louis County, and parts
of 8 other counties. Has more than 630,000 customers. Purchased
SM&P for $43 million (1/02). Therms sold and transported in fiscal
’04: 1.12 mill. Revenue mix for regulated operations: residential,

63%; commercial and industrial, 23%; transportation, 2%; other,
12%. Has around 3,440 employees. Officers and directors own ap-
proximately 6.0% of common shares (1/05 Proxy). Chairman, Chief
Executive Officer, and President: Douglas H. Yaeger. Incorporated:
Missouri. Address: 720 Olive Street, St. Louis, Missouri 63101. Tel-
ephone: 314-342-0500. Internet: www.lacledegas.com.

Laclede Group’s core natural gas dis-
tribution unit, Laclede Gas, could
have a rough time in fiscal 2006
(which ends September 30th). Volumes
may be held in check by conservation ef-
forts spurred by persistently high natural
gas prices. Furthermore, operating ex-
penses should continue to rise, reflecting
increased rates charged by suppliers and
higher off-system gas costs. But perform-
ance ought to be aided partly by a hedging
program intended to limit gas-price vola-
tility, and a weather-mitigation mechan-
ism that has been in effect since 2002. Too,
a rate hike was recently approved by the
Missouri Public Service Commission, al-
though less than what management re-
quested.
The other segments stand to deliver
decent results this year, though.
SM&P Utility Resources, the unregulated
unit specializing in locating and marking
services for underground facilities, should
benefit from additional business in both
new and existing markets, plus improve-
ments in operational efficiency. Mean-
while, we expect earnings for Laclede En-
ergy Resources, the non-utility gas

marketing segment, to be boosted by a
steady rise in interstate pipeline wholesale
transactions. Nevertheless, consolidated
share net may advance only 5%, to $2.00,
in fiscal 2006.
The company’s prospects out to the
end of this decade are unspectacular,
too, given that Laclede Gas is operating in
a mature market. Indeed, the customer
base has been expanding roughly 1% an-
nually, which means that internal growth
for this business will remain moderate, at
best. As such, any substantial gains will
have to come from the unregulated units
or from acquisitions, scenarios we don’t
see happening anytime soon. That said,
annual bottom-line increases ought to be
in the mid-single-digit range over the
2008-2010 period.
Long-term total-return potential for
the equity is limited, given that it is al-
ready trading near our 3- to 5-year Target
Price Range, and assuming moderate in-
creases in the dividend. Meanwhile, these
good-yielding shares are ranked to under-
perform the broader market averages for
the next six to 12 months.
Frederick L. Harris, III December 16, 2005

LEGENDS
1.00 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 3/94
Options: No
Shaded area indicates recession
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N.W. NAT’L GAS NYSE-NWN 34.40 15.6 16.3
14.0 0.85 4.0%

TIMELINESS 4 Lowered 9/16/05

SAFETY 1 Raised 3/18/05

TECHNICAL 4 Lowered 12/2/05
BETA .70 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 45 (+30%) 11%
Low 35 (Nil) 5%
Insider Decisions

J F M A M J J A S
to Buy 0 0 0 0 0 0 0 0 0
Options 0 4 2 0 0 4 0 0 1
to Sell 0 4 2 0 0 3 0 0 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 58 77 65
to Sell 51 38 49
Hld’s(000) 12963 13459 13457

High: 24.3 22.8 25.9 31.4 30.8 27.9 27.5 26.8 30.7 31.3 34.1 39.6
Low: 18.8 18.3 20.8 23.0 24.3 19.5 17.8 21.7 23.5 24.0 27.5 32.4

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. 5.3 10.4
3 yr. 52.4 74.6
5 yr. 77.2 81.1

CAPITAL STRUCTURE as of 9/30/05
Total Debt $602.0 mill. Due in 5 Yrs $160.0 mill.
LT Debt $521.5 mill. LT Interest $33.0 mill.
Incl. $5.6 mill. 71⁄4% debs. due 3/1/12, each conv.
into 50.25 com. shs. at $19.90.
(Total interest coverage: 3.2x)

Pension Assets-12/04 $168.3 mill. Oblig. $205.4
mill.
Pfd Stock None

Common Stock 27,549,733 shs.
as of 10/31/05
MARKET CAP $950 million (Small Cap)
CURRENT POSITION 2003 2004 9/30/05

($MILL.)
Cash Assets 4.7 5.2 3.4
Other 194.8 231.9 201.8
Current Assets 199.5 237.1 205.2
Accts Payable 86.0 102.5 81.7
Debt Due 85.2 117.5 80.5
Other 43.2 47.3 56.3
Current Liab. 214.4 267.3 218.5
Fx. Chg. Cov. 280% 316% NMF
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 4.0% 8.0% 7.5%
‘‘Cash Flow’’ 1.0% 1.5% 5.0%
Earnings 2.5% 3.0% 8.0%
Dividends 1.0% 1.0% 4.5%
Book Value 4.0% 3.5% 4.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2002 278.6 101.9 78.7 182.2 641.4
2003 206.5 117.5 69.5 217.8 611.3
2004 254.5 109.7 81.4 262.0 707.6
2005 308.7 153.7 106.7 330.9 900
2006 350 175 125 300 950
Cal- Full

endar Year
EARNINGS PER SHARE A

Mar.31 Jun.30 Sep.30 Dec.31
2002 1.32 d.13 d.26 .69 1.62
2003 1.01 .17 d.25 .83 1.76
2004 1.24 d.03 d.30 .95 1.86
2005 1.43 .04 d.31 .99 2.15
2006 1.50 .02 d.31 1.04 2.25
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .31 .31 .31 .315 1.25
2002 .315 .315 .315 .315 1.26
2003 .315 .315 .315 .325 1.27
2004 .325 .325 .325 .325 1.30
2005 .325 .325 .325 .345

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
15.22 17.02 16.74 14.10 18.15 18.30 16.02 16.86 15.82 16.77 18.17 21.09 25.78 25.07
2.85 3.22 2.57 3.25 3.74 3.50 3.41 3.86 3.72 3.24 3.72 3.68 3.86 3.65
1.58 1.62 .67 .74 1.74 1.63 1.61 1.97 1.76 1.02 1.70 1.79 1.88 1.62
1.07 1.10 1.13 1.15 1.17 1.17 1.18 1.20 1.21 1.22 1.23 1.24 1.25 1.26
3.36 3.85 3.58 3.73 3.61 4.23 3.02 3.70 5.07 4.02 4.78 3.46 3.23 3.11

12.04 12.61 12.23 12.41 13.08 13.63 14.55 15.37 16.02 16.59 17.12 17.93 18.56 18.88
17.14 17.41 17.68 19.46 19.77 20.13 22.24 22.56 22.86 24.85 25.09 25.23 25.23 25.59

9.8 10.2 28.1 27.0 12.9 13.0 12.9 11.7 14.4 26.7 14.5 12.4 12.9 17.2
.74 .76 1.79 1.64 .76 .85 .86 .73 .83 1.39 .83 .81 .66 .94

6.9% 6.7% 5.9% 5.7% 5.2% 5.5% 5.7% 5.2% 4.8% 4.5% 5.0% 5.6% 5.1% 4.5%

356.3 380.3 361.8 416.7 455.8 532.1 650.3 641.4
38.1 46.8 43.1 27.3 44.9 47.8 50.2 43.8

36.8% 36.9% 32.9% 31.0% 35.4% 35.9% 35.4% 34.9%
10.7% 12.3% 11.9% 6.6% 9.9% 9.0% 7.7% 6.8%
43.5% 41.4% 46.0% 45.0% 46.0% 45.1% 43.0% 47.6%
50.3% 52.8% 49.0% 50.6% 49.9% 50.9% 53.2% 51.5%
643.3 657.4 748.0 815.6 861.5 887.8 880.5 937.3
697.2 745.3 827.5 894.7 895.9 934.0 965.0 995.6
7.7% 8.9% 7.4% 5.0% 6.8% 6.7% 6.9% 5.9%

10.5% 12.1% 10.7% 6.1% 9.7% 9.8% 10.0% 8.9%
10.9% 12.7% 11.0% 6.0% 9.9% 10.0% 10.2% 8.5%
3.0% 5.0% 3.6% NMF 2.8% 3.1% 3.5% 1.9%
74% 63% 70% 118% 74% 70% 67% 79%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
23.57 25.69 32.45 33.90 Revenues per sh 37.95
3.85 3.92 4.35 4.50 ‘‘Cash Flow’’ per sh 5.15
1.76 1.86 2.15 2.25 Earnings per sh A 2.75
1.27 1.30 1.34 1.39 Div’ds Decl’d per sh B■ 1.64
4.90 5.52 3.60 3.35 Cap’l Spending per sh 4.00

19.52 20.64 21.45 22.50 Book Value per sh 25.50
25.94 27.55 27.75 28.00 Common Shs Outst’g C 29.00
15.8 16.7 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.5
.90 .89 Relative P/E Ratio .95

4.6% 4.2% Avg Ann’l Div’d Yield 4.1%

611.3 707.6 900 950 Revenues ($mill) 1100
46.0 50.6 59.5 63.0 Net Profit ($mill) 80.0

33.7% 34.4% 35.0% 35.0% Income Tax Rate 35.0%
7.5% 7.1% 6.6% 6.6% Net Profit Margin 7.3%

49.7% 46.0% 45.5% 45.0% Long-Term Debt Ratio 46.0%
50.3% 54.0% 54.5% 55.0% Common Equity Ratio 54.0%
1006.6 1052.5 1100 1150 Total Capital ($mill) 1360
1205.9 1318.4 1350 1400 Net Plant ($mill) 1625

5.7% 5.9% 7.0% 7.0% Return on Total Cap’l 8.0%
9.1% 8.9% 10.0% 10.5% Return on Shr. Equity 10.5%
9.0% 8.9% 10.0% 10.5% Return on Com Equity 10.5%
2.6% 2.7% 4.5% 4.5% Retained to Com Eq 4.5%
72% 69% 62% 62% All Div’ds to Net Prof 60%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 55
Earnings Predictability 70

(A) Diluted earnings per share. Excludes non-
recurring gain: ’98, $0.15; ’00, $0.11. Next
earnings report due early February.
(B) Dividends historically paid in mid-February,

mid-May, mid-August, and mid-November.
■ Div’d reinvestment plan available.
(C) In millions, adjusted for stock split.

BUSINESS: Northwest Natural Gas Co. (doing business as NW
Natural) distributes natural gas at retail to 90 communities, 596,000
customers, in Oregon (96% of revs.) and in southwest Washington
state. Principal cities served: Portland and Eugene, OR; Vancouver,
WA. Service area population: 2.4 mill. (77% in OR). Company buys
gas supply from Canadian and U.S. producers; has transportation

rights on Northwest Pipeline system to bring gas to market. Owns
local underground storage. Rev. breakdown: resident’l & comm’l,
84%; ind., 10%; transport. and other, 6%. Employs 1,291. Has abt
9,200 com. shrhldrs. Insiders own about 1% of com. (4/05 proxy).
CEO: Mark S. Dodson. Inc.: OR. Addr.: 220 NW 2nd Ave., Portland,
OR 97209. Telephone: 503-226-4211. Web: www.nwnatural.com.

Northwest Natural’s third-quarter
loss was about as expected, despite a
considerable increase in revenues and cost
of gas. Gross profit rose about $5 million,
due largely to price hikes, as residential,
commercial, and firm industrial gas
volumes were virtually unchanged from
the prior-year period. Profits from inter-
state gas storage contributed $0.06 a share
in 2005, due to the completion of the South
Mist Pipeline Extension, compared with
$0.02 in 2004. Notably, bad debt expense
remained at a low level of half a percent of
revenues, despite higher gas bills. During
the September quarter, the Oregon Public
Utility Commission renewed the compa-
ny’s ‘‘conservation’’ tariff for another four
years and raised its coverage from 90% to
100% of residential and commercial
volumes. The mechanism largely
decouples earnings from gas volumes sold.
We look for a more normal share-net
gain over the next year. Northwest’s
weather adjustment rate mechanism
(WARM) added $0.18 a share to first-
quarter 2005 earnings, so we do not antici-
pate a similar gain in 2006. But the com-
pany added 3.4% more gas customers in

the 12 months ended September 30th, and
they should contribute to the bottom line
in 2006. The storage business will likely
add a few cents a share. too. Importantly,
Northwest had bought most of its gas for
the current heating season by August 1st;
that should limit the average increase in
residential bills to around 15%, which is
well below the national average forecast
increase. As a result, we do not expect in-
dustrial gas volumes to suffer.
Earnings will probably grow slightly
faster than the industry average.
Northwest has raised its customer count
at more than 3% per year for 19 years, and
we see no reason why that should change.
The company has enough good new cus-
tomer prospects (on or near its mains) to
potentially raise its count by over 40%.
And NWN has borrowing capacity to fund
acquisitions, should a neighboring utility
come on the market.
These top-quality shares have some
appeal to conservative accounts at
their recent price. The stock is down
from its recent high, and we think annual
dividend hikes will continue.
Sigourney B. Romaine December 16, 2005

LEGENDS
1.10 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

3-for-2 split 9/96
Options: Yes
Shaded area indicates recession
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PEOPLES ENERGY NYSE-PGL 36.44 15.6 16.1
14.0 0.85 6.0%

TIMELINESS 5 Lowered 11/11/05

SAFETY 1 Raised 9/29/95

TECHNICAL 3 Raised 7/8/05
BETA .85 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 60 (+65%) 18%
Low 45 (+25%) 11%
Insider Decisions

J F M A M J J A S
to Buy 0 0 1 0 0 0 0 0 0
Options 0 2 0 0 0 0 0 0 0
to Sell 0 3 0 0 0 0 0 0 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 94 94 105
to Sell 73 79 66
Hld’s(000) 19746 22022 21808

High: 32.1 32.0 37.4 39.9 40.1 40.3 46.9 44.6 40.4 45.3 46.0 45.5
Low: 23.4 24.3 29.6 31.3 32.1 31.8 26.2 34.3 27.8 34.9 38.5 34.3

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. -15.3 10.4
3 yr. 14.8 74.6
5 yr. 11.7 81.1

CAPITAL STRUCTURE as of 6/30/05

Total Debt $912.3 mill. Due in 5 Yrs $315.0 mill.

LT Debt $897.1 mill. LT Interest $50.0 mill.
(Total interest coverage: 4.7x)

Pension Assets-9/04 $544.9 mill.
Oblig. $515.8 mill.

Pfd Stock None

Common Stock 38,139,661 shs.
as of 7/29/05
MARKET CAP: $1.4 billion (Mid Cap)
CURRENT POSITION 2003 2004 6/30/05

($MILL.)
Cash Assets 33.0 21.1 100.0
Other 457.1 531.3 509.9
Current Assets 490.1 552.4 609.9

Accts Payable 236.6 144.7 163.5
Debt Due 207.9 55.6 15.2
Other 156.1 335.8 392.4
Current Liab. 600.6 536.1 571.1
Fix. Chg. Cov. 259% 304% 388%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 5.0% 10.0% 9.0%
‘‘Cash Flow’’ 4.5% 4.0% 4.0%
Earnings 3.5% 2.0% 3.0%
Dividends 1.5% 2.0% 1.5%
Book Value 2.5% 2.5% 2.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2002 377.5 522.8 347.1 235.1 1482.5
2003 549.2 903.8 398.1 287.3 2138.4
2004 604.9 927.0 401.1 327.1 2260.2
2005 737.4 1026.9 455.9 379.4 2599.6
2006 805 1115 465 370 2755
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2002 .87 1.55 .33 .05 2.80
2003 .87 1.77 .22 .04 F 2.87
2004 .85 1.46 .15 d.27 F 2.18
2005 .77 1.37 .18 d.06 2.26
2006 .79 1.38 .22 .01 2.40
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .50 .51 .51 .51 2.03
2002 .51 .52 .52 .52 2.07
2003 .53 .53 .53 .53 2.12
2004 .54 .54 .54 .54 2.16
2005 .545 .545 .545 .545

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
36.42 35.63 33.69 31.54 36.09 36.70 29.60 34.29 36.34 32.28 33.66 40.16 64.13 41.81
3.92 3.74 3.73 3.67 3.85 3.99 3.68 4.98 4.92 4.44 4.74 5.58 5.84 5.59
2.39 2.07 2.05 2.06 2.11 2.13 1.78 2.96 2.81 2.25 2.39 2.71 3.16 2.80
1.58 1.65 1.71 1.76 1.78 1.80 1.80 1.82 1.87 1.91 1.95 2.00 2.04 2.07
4.15 3.15 3.10 3.40 3.77 2.50 2.75 2.45 2.55 4.05 6.45 7.02 7.52 5.66

16.20 16.61 16.95 17.72 18.02 18.39 18.38 19.49 20.43 21.03 21.66 22.02 22.76 22.74
32.62 32.70 32.76 34.77 34.88 34.87 34.91 34.96 35.07 35.26 35.49 35.30 35.40 35.46

7.9 11.2 11.8 13.1 15.0 13.3 14.7 10.7 12.7 16.2 15.5 12.1 12.3 13.3
.60 .83 .75 .79 .89 .87 .98 .67 .73 .84 .88 .79 .63 .73

8.4% 7.1% 7.0% 6.5% 5.6% 6.3% 6.9% 5.7% 5.2% 5.2% 5.3% 6.1% 5.2% 5.5%

1033.4 1198.7 1274.4 1138.1 1194.4 1417.5 2270.2 1482.5
62.2 103.4 98.4 79.4 84.8 96.1 111.7 99.3

34.4% 37.6% 36.4% 36.2% 35.9% 34.1% 35.4% 34.2%
6.0% 8.6% 7.7% 7.0% 7.1% 6.8% 4.9% 6.7%

49.2% 43.6% 42.4% 41.1% 40.4% 35.1% 44.4% 40.7%
50.8% 56.4% 57.6% 58.9% 59.6% 64.9% 55.6% 59.3%
1263.6 1208.3 1243.5 1258.0 1290.5 1196.7 1449.8 1360.3
1373.1 1381.1 1402.2 1446.7 1519.8 1645.3 1753.9 1773.9

7.0% 10.3% 9.5% 7.8% 8.0% 9.5% 9.3% 8.4%
9.7% 15.2% 13.7% 10.7% 11.0% 12.4% 13.9% 12.3%
9.7% 15.2% 13.7% 10.7% 11.0% 12.4% 13.9% 12.3%
NMF 5.9% 4.7% 1.7% 2.1% 3.4% 5.0% 3.3%

101% 61% 66% 84% 81% 73% 64% 73%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
58.28 59.90 68.40 72.50 Revenues per sh A 88.55
5.88 5.32 5.20 5.55 ‘‘Cash Flow’’ per sh 7.15
2.87 2.18 2.26 2.40 Earnings per sh B 3.10
2.12 2.16 2.18 2.20 Div’ds Decl’d per sh C ■ 2.32
5.10 5.02 4.45 4.75 Cap’l Spending per sh 6.55

23.11 23.06 21.05 21.45 Book Value per sh D 25.85
36.69 36.69 38.00 38.00 Common Shs Outst’g E 35.00
13.4 19.1 18.9 Avg Ann’l P/E Ratio 17.0
.76 1.02 .99 Relative P/E Ratio 1.15

5.5% 5.2% 5.1% Avg Ann’l Div’d Yield 4.4%

2138.4 2260.2 2599.6 2755 Revenues ($mill) A 3100
103.9 81.6 86.2 90.0 Net Profit ($mill) 110

36.3% 31.7% 36.4% 36.0% Income Tax Rate 35.5%
4.9% 3.6% 3.3% 3.3% Net Profit Margin 3.5%

46.7% 50.8% 52.8% 52.0% Long-Term Debt Ratio 49.5%
53.3% 49.2% 47.2% 48.0% Common Equity Ratio 50.5%
1592.3 1767.5 1695.7 1705 Total Capital ($mill) 1795
1838.2 1904.2 1947.3 2000 Net Plant ($mill) 2105

8.1% 6.0% 6.6% 6.5% Return on Total Cap’l 7.5%
12.3% 9.4% 10.8% 11.0% Return on Shr. Equity 12.0%
12.3% 9.4% 10.8% 11.0% Return on Com Equity 12.0%
3.4% .2% .4% 1.0% Retained to Com Eq 3.0%
73% 97% 96% 93% All Div’ds to Net Prof 74%

Company’s Financial Strength A
Stock’s Price Stability 95
Price Growth Persistence 45
Earnings Predictability 80

(A) Fiscal year ends Sept. 30th.
(B) Basic earnings per share. Excludes acct’g
gains/(losses): ’89, $0.30; ’99, $0.22; ’00,
($0.27). Next earnings report due late Jan.

(C) Dividends historically paid mid-January,
April, July, October. ■ Dividend reinvestment
plan available.
(D) Includes deferred charges. At 9/30/04:

$74.0 mill., $1.96/sh.
(E) In millions.
(F) Earnings don’t sum due to change in
shares outstanding.

BUSINESS: Peoples Energy Corporation distributes natural gas via
its utility subsidiaries, Peoples Gas Light & Coke Co. (approx.
1,000,000 customers at 9/30/04) and North Shore Gas Co.
(150,000), in Chicago and northeastern Illinois. Fiscal 2004 volume:
229 bill. cu. ft.: residential, 51%; commercial, 9%; industrial, 2%;
other, 38%. Main supplier is Natural Gas Pipeline Co. of America.

Purchased gas costs and revenue taxes accounted for 67% of gas
revenues in fiscal ’04. Depreciation rate: 3.5%. Est’d plant age: 10
years. Has 2,400 employees, 20,988 shareholders. Directors own
1% of common (1/05 Proxy). Chairman and CEO: Thomas M.
Patrick. Inc.: Illinois. Address: 130 East Randolph Drive, Chicago,
IL 60601. Telephone: 312-240-4000. Internet: www.pecorp.com.

Fiscal 2005 (ended September 30th)
was not the best year for Peoples En-
ergy. For the full year, operating results
for the core gas distribution business were
negatively impacted by an 5% decline in
gas deliveries, to 218 billion cubic feet.
This resulted in a $7 million dip in operat-
ing income for the division. Deliveries fell
due to a combination of warmer weather,
lower average use per customer, and a
decrease in customer count. Indeed,
weather for the year was 9% warmer than
normal and 4% warmer than last year.
Higher pension and bad debt expenses
didn’t help matters either. We believe that
bad debt expenses and conservation could
prove worse than management presently
anticipates this fiscal year, which will
depress earnings. Peoples is filing rate
cases this January for its two utilities,
seeking a total of $90-115 million that
would become effective at the beginning of
2007. Meanwhile,
Production in the Oil and Gas seg-
ment continues to fall. Overall prod-
uction declined nearly 12% in fiscal 2005.
Management once again cited ongoing tim-
ing delays with the company’s drilling pro-

gram, in addition to well performance is-
sues, pipeline curtailments, and equip-
ment downtime. Peoples’ production seg-
ment was again overly hedged in the Sep-
tember quarter and suffered $7.7 million
in mark-to-market losses.
We have lowered our share earnings
estimate for fiscal 2006 by $0.30, to
$2.40. This is near the upper end of man-
agement’s reduced target range. The full
weight of rate relief and the expiration of
profit-crimping hedges may not help until
fiscal 2007. At this level of earnings, the
company’s payout ratio stands dangerous-
ly close to 95%, a level we feel is un-
sustainable over the long haul. This leads
us to wonder whether dividend increases
will be slow to come in the future. Non
core operations have not been enough to
cover the faltering gas distribution busi-
ness. That said, we believe the dividend is
safe for now, though we expect manage-
ment might choose to halt quarterly in-
creases, or keep them to one-half cent per
share, rather than the one cent gains
shareholders were used to in the past.
Peoples stock is untimely.
Edward Plank December 16, 2005

LEGENDS
1.22 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: Yes
Shaded area indicates recession
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SOUTH JERSEY INDS. NYSE-SJI 29.32 15.1 16.0
13.0 0.82 3.2%

TIMELINESS 3 Raised 8/12/05

SAFETY 2 Lowered 1/4/91

TECHNICAL 3 Lowered 8/5/05
BETA .65 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 35 (+20%) 8%
Low 25 (-15%) Nil
Insider Decisions

J F M A M J J A S
to Buy 0 0 0 0 0 0 1 1 0
Options 0 0 0 0 0 0 0 0 0
to Sell 0 1 3 0 2 1 0 1 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 31 54 55
to Sell 51 35 42
Hld’s(000) 12752 15608 12984

High: 12.0 11.8 12.3 15.3 15.4 15.4 15.1 17.0 18.3 20.3 26.5 32.4
Low: 8.3 8.9 10.1 10.5 11.0 10.8 12.3 13.8 14.1 15.3 19.7 24.9

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. 15.3 10.4
3 yr. 97.5 74.6
5 yr. 140.8 81.1

CAPITAL STRUCTURE as of 9/30/05
Total Debt $392.9 mill. Due in 5 Yrs $58.5 mill.
LT Debt $319.1 mill. LT Interest $20.5 mill.
(Total interest coverage: 5.0x)

Pension Assets-12/04 $107.5 mill.
Oblig. $100.5 mill.

Pfd Stock none

Common Stock 28,703,549 common shs.
(as of 11/8/05)

MARKET CAP: $850 million (Small Cap)
CURRENT POSITION 2003 2004 9/30/05

($MILL.)
Cash Assets 4.4 5.3 6.7
Other 261.4 278.6 287.8
Current Assets 265.8 283.9 294.5
Accts Payable 80.3 118.8 136.7
Debt Due 118.1 97.6 73.8
Other 70.1 68.9 113.4
Current Liab. 268.5 285.3 323.9
Fix. Chg. Cov. 378% 427% 445%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 4.0% 7.0% 6.0%
‘‘Cash Flow’’ 4.5% 7.0% 6.5%
Earnings 6.5% 10.5% 8.0%
Dividends 1.0% 1.5% 6.0%
Book Value 4.5% 11.5% 9.5%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2002 177.0 84.2 69.1 174.8 505.1
2003 279.9 106.2 90.1 220.6 696.8
2004 307.6 136.5 129.5 245.5 819.1
2005 328.5 154.0 157.0 260.5 900
2006 340 170 165 275 950
Cal- Full

endar Year
EARNINGS PER SHAREA

Mar.31 Jun.30 Sep.30 Dec.31
2002 .83 .03 d.14 .50 1.22
2003 .92 .08 d.07 .44 1.37
2004 .91 .15 .02 .50 1.58
2005 .96 .27 .09 .55 1.87
2006 1.00 .30 .13 .57 2.00
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID B

Mar.31 Jun.30 Sep.30 Dec.31
2001 .182 .185 .185 .185 .74
2002 .185 .188 .188 .38 .94
2003 - - .193 .193 .395 .78
2004 - - .202 .202 .415 .82
2005 - - .213 .213 .438

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
15.27 14.40 15.10 16.67 17.03 17.45 16.50 16.52 16.18 20.89 17.60 22.43 35.30 20.69
1.50 1.34 1.37 1.56 1.54 1.35 1.65 1.54 1.60 1.44 1.84 1.95 1.90 2.12
.83 .67 .64 .81 .78 .61 .83 .85 .86 .64 1.01 1.08 1.15 1.22
.68 .70 .71 .71 .72 .72 .72 .72 .72 .72 .72 .73 .74 .75

2.27 2.11 2.17 1.69 1.87 1.93 2.08 2.01 2.30 3.06 2.19 2.21 2.82 3.47
6.74 6.79 6.77 6.95 7.17 7.23 7.34 8.03 6.43 6.23 6.74 7.25 7.81 9.67

16.96 18.06 18.48 19.00 19.61 21.43 21.44 21.51 21.54 21.56 22.30 23.00 23.72 24.41
11.9 13.6 14.5 13.2 15.8 16.1 12.2 13.3 13.8 21.2 13.3 13.0 13.6 13.5
.90 1.01 .93 .80 .93 1.06 .82 .83 .80 1.10 .76 .85 .70 .74

6.9% 7.7% 7.6% 6.6% 5.9% 7.4% 7.2% 6.4% 6.1% 5.3% 5.4% 5.2% 4.7% 4.6%

353.8 355.5 348.6 450.2 392.5 515.9 837.3 505.1
17.8 18.5 18.4 13.8 22.0 24.7 26.8 29.4

34.4% 35.5% 36.8% 46.2% 42.8% 43.1% 42.2% 41.4%
5.0% 5.2% 5.3% 3.1% 5.6% 4.8% 3.2% 5.8%

51.4% 46.1% 54.6% 57.3% 53.8% 54.1% 57.0% 53.6%
47.9% 53.2% 35.8% 33.5% 37.0% 37.6% 35.9% 46.1%
328.4 324.8 387.1 401.1 405.9 443.5 516.2 512.5
422.7 423.9 456.5 504.3 533.3 562.2 607.0 666.6
7.8% 7.9% 6.7% 5.3% 7.4% 7.4% 6.9% 7.6%

11.2% 10.5% 10.5% 8.1% 11.7% 12.1% 12.1% 12.4%
11.2% 10.6% 13.3% 10.3% 14.6% 14.8% 12.8% 12.5%
1.4% 1.6% 2.1% NMF 4.2% 4.8% 3.5% 4.7%
88% 85% 84% 112% 72% 67% 76% 62%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
26.34 29.51 31.35 32.75 Revenues per sh 36.45
2.24 2.44 2.75 2.95 ‘‘Cash Flow’’ per sh 3.30
1.37 1.58 1.87 2.00 Earnings per sh A 2.20
.78 .82 .86 .93 Div’ds Decl’d per sh B ■ 1.10

2.36 2.67 3.20 3.80 Cap’l Spending per sh 3.25
11.26 12.41 13.65 15.10 Book Value per shC 18.90
26.46 27.76 28.70 29.00 Common Shs Outst’g D 31.00
13.3 14.1 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 14.0
.76 .75 Relative P/E Ratio .95

4.3% 3.7% Avg Ann’l Div’d Yield 3.6%

696.8 819.1 900 950 Revenues ($mill) 1130
34.6 43.0 53.0 58.0 Net Profit ($mill) 70.0

40.6% 40.9% 40.5% 40.5% Income Tax Rate 40.5%
5.0% 5.2% 5.9% 6.1% Net Profit Margin 6.2%

50.8% 48.7% 49.0% 49.0% Long-Term Debt Ratio 48.0%
49.0% 51.0% 51.0% 51.0% Common Equity Ratio 52.0%
608.4 675.0 770 850 Total Capital ($mill) 1135
748.3 799.9 860 940 Net Plant ($mill) 1120
7.3% 7.9% 8.0% 8.0% Return on Total Cap’l 7.0%

11.5% 12.4% 13.5% 13.0% Return on Shr. Equity 11.5%
11.6% 12.5% 13.5% 13.0% Return on Com Equity 11.5%
5.0% 5.9% 7.0% 7.0% Retained to Com Eq 6.0%
57% 52% 47% 47% All Div’ds to Net Prof 51%

Company’s Financial Strength B++
Stock’s Price Stability 100
Price Growth Persistence 90
Earnings Predictability 85

(A) Based on avg. shs. Excl. nonrecur. gain:
’01, $0.13. Excl gain (losses) from discont.
ops.: ’96, $1.14; ’97, ($0.24); ’98, ($0.26); ’99,
($0.02); ’00, ($0.04); ’01, ($0.02); ’02, ($0.04);

’03, ($0.09); ’05, ($0.01). Excl. gain due to
acct’g change: ’93, $0.04; ’01, $0.14. Next egs.
report due late January.
(B) Dividends paid early Apr., Jul., Oct, and

late Dec. ■ Div. reinvest. plan avail. (2% disc.).
(C) Incl. regulatory assets ($76.2 mill.): at
9/30/05, $2.65 per shr.
(D) In millions, adjusted for split.

BUSINESS: South Jersey Industries, Inc. is a holding company. Its
subsidiary, South Jersey Gas Co., distributes natural gas to
314,000 customers in New Jersey’s southern counties, which cover
2,500 square miles and include Atlantic City. Principal suppliers in-
clude Transcontinental Gas Pipeline and Columbia Gas Pipeline.
Gas revenue mix ’04: residential, 31%; commercial and industrial,

10%; transportion, including off-system sales and gas marketing,
54%; off-system, 4%; cogeneration & power generation, 1%. Has
643 employees. Offs./dirs. cntrl. 1.4% of com. shares; Dimensional
Fund Advisors, 7.4% (3/05 proxy). Chrmn. & CEO: Edward Gra-
ham. Incorp.: NJ. Address: 1 South Jersey Plaza, Rte. 54, Folsom,
NJ 08037. Telephone: 609-561-9000. Web: www.sjindustries.com.

South Jersey Industries is on pace for
another good year in 2005. It reported
earnings of $37.1 million over the first
nine months, up nearly 30% from the year-
ago period. These results were driven by
strong profits at the company’s utility seg-
ment, along with an expanding nonregu-
lated division (discussed below). Over the
last 12 months, South Jersey Gas added
9,068 customers, representing a near 3%
growth rate, well above the national aver-
age. Coupled with a strong housing mar-
ket in South Jersey, profits in this unit
will likely expand at a nice pace over the
2008–2010 period.
The company expects to make sig-
nificant additions to its reserves for
bad debt. This is due to the projected
high natural gas prices this winter, which
would result in higher heating bills, and
the likelihood of customers being unable to
afford these costs. South Jersey will take
measures to promote budget billing op-
tions and low-income assistance programs.
South Jersey is experiencing solid
growth from its nonregulated
businesses. So far this year, the segment
has contributed $12 million to earnings,

43% above last year’s tally. The Marina
Energy unit should experience additional
growth in the next few years, thanks to ex-
pansion projects under way. This includes
the development of a landfill gas-to-
electric power generation facility in War-
ren Country, along with the expansion of
its Atlantic City thermal electric plant to
support the scheduled 500,000-square-foot
expansion at the Borgata Hotel Casino &
Spa. Profits from appliance services should
rise, too, as penetration in the residential
market is expanded and service in the
commercial market is initiated.
The company has implemented an
early retirement program. This would
provide South Jersey with significant fu-
ture cost savings in the payroll, healthcare
benefits, and pension areas.
South Jersey is a good-quality equity.
However, its dividend yield is below that
of the average natural gas distributor cov-
ered in The Value Line Investment Survey.
Over the 3- to 5-year pull, we look for con-
tinued growth in the customer base, ex-
pansion in the nonutility sector, and
above-average dividend increases.
Evan I. Blatter December 16, 2005

LEGENDS
1.03 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 7/05
Options: No
Shaded area indicates recession

© 2005, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.

To subscribe call 1-800-833-0046.

RECENT
PRICE

P/E
RATIO

RELATIVE
P/E RATIO

DIV’D
YLD( )Trailing:

Median:
VALUE
LINE



80
60
50
40
30
25
20
15

10
7.5

Percent
shares
traded

6
4
2

Target Price Range
2008 2009 2010

SOUTHWEST GAS NYSE-SWX 26.65 17.5 16.6
20.0 0.95 3.1%

TIMELINESS 3 Raised 8/19/05

SAFETY 3 Lowered 1/4/91

TECHNICAL 3 Lowered 10/21/05
BETA .80 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 55 (+105%) 21%
Low 35 (+30%) 9%
Insider Decisions

J F M A M J J A S
to Buy 0 0 1 0 1 0 0 0 0
Options 0 0 1 1 1 4 0 5 7
to Sell 0 0 4 1 3 7 0 5 7
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 66 69 72
to Sell 45 45 46
Hld’s(000) 22540 22886 26079

High: 19.4 18.4 19.9 20.3 26.9 29.5 23.0 24.7 25.3 23.6 26.2 28.1
Low: 13.8 13.6 14.9 16.1 17.3 20.4 16.9 18.6 18.1 19.3 21.5 23.5

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. 8.4 10.4
3 yr. 33.4 74.6
5 yr. 63.4 81.1

CAPITAL STRUCTURE as of 9/30/05

Total Debt $1359.2 mill. Due in 5 Yrs $505.0 mill.
LT Debt $1249.2 mill. LT Interest $80.0 mill.
(Total interest coverage: 1.9x)

Pension Assets-12/04 $242.2 mill.
Oblig. $319.4 mill.

Pfd Stock None

Common Stock 39,124,126 shs.
(as of 11/1/05)

MARKET CAP: $1.0 billion (Mid Cap)
CURRENT POSITION 2003 2004 9/30/05

($MILL.)
Cash Assets 17.2 13.6 16.9
Other 263.9 418.4 281.1
Current Assets 281.1 432.0 298.0
Accts Payable 110.1 165.9 97.6
Debt Due 58.4 129.8 110.0
Other 141.9 187.3 182.7
Current Liab. 310.4 483.0 390.3
Fix. Chg. Cov. 182% 166% 183%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 4.0% 6.0% 3.5%
‘‘Cash Flow’’ 3.0% 4.5% 6.0%
Earnings 4.0% 1.5% 10.5%
Dividends 1.0% - - 1.5%
Book Value 1.5% 4.0% 4.0%

Cal- Full
endar Year

QUARTERLY REVENUES ($ mill.)
Mar.31 Jun.30 Sep.30 Dec.31

2002 499.5 261.1 223.9 336.4 1320.9
2003 403.3 255.8 220.2 351.7 1231.0
2004 473.4 278.7 264.5 460.5 1477.1
2005 542.9 361.1 313.3 502.7 1720
2006 565 390 330 515 1800
Cal- Full

endar Year
EARNINGS PER SHARE B E

Mar.31 Jun.30 Sep.30 Dec.31
2002 1.14 d.35 d.49 .86 1.16
2003 .76 d.12 d.51 1.00 1.13
2004 1.18 d.24 d.51 1.23 1.66
2005 .88 d.07 d.43 1.02 1.40
2006 1.00 d.07 d.45 1.17 1.65
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .205 .205 .205 .205 .82
2002 .205 .205 .205 .205 .82
2003 .205 .205 .205 .205 .82
2004 .205 .205 .205 .205 .82
2005 .205 .205 .205 .205

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
25.71 25.90 24.99 25.93 25.68 28.16 23.03 24.09 26.73 30.17 30.24 32.61 42.98 39.68
4.10 3.96 1.53 3.34 3.24 5.09 2.65 3.00 3.85 4.48 4.45 4.57 4.79 5.07
2.15 1.81 d.76 .81 .63 1.22 .10 .25 .77 1.65 1.27 1.21 1.15 1.16
1.39 1.40 .88 .70 .74 .80 .82 .82 .82 .82 .82 .82 .82 .82
5.67 5.06 3.76 5.02 5.43 6.64 6.79 8.19 6.19 6.40 7.41 7.04 8.17 8.50

17.30 17.63 15.88 15.99 15.96 16.38 14.55 14.20 14.09 15.67 16.31 16.82 17.27 17.91
19.32 20.04 20.60 20.60 21.00 21.28 24.47 26.73 27.39 30.41 30.99 31.71 32.49 33.29

8.5 8.7 - - 16.6 26.5 14.0 NMF NMF 24.1 13.2 21.1 16.0 19.0 19.9
.64 .65 - - 1.01 1.57 .92 NMF NMF 1.39 .69 1.20 1.04 .97 1.09

7.6% 8.9% 7.0% 5.2% 4.4% 4.7% 5.4% 4.7% 4.4% 3.8% 3.1% 4.2% 3.8% 3.6%

563.5 644.1 732.0 917.3 936.9 1034.1 1396.7 1320.9
2.7 6.6 20.8 47.5 39.3 38.3 37.2 38.6

24.0% 37.1% 29.2% 43.4% 35.5% 26.2% 34.5% 32.8%
.5% 1.0% 2.8% 5.2% 4.2% 3.7% 2.7% 2.9%

65.2% 60.2% 63.6% 60.2% 60.3% 60.2% 56.2% 62.5%
34.8% 34.4% 31.5% 35.3% 35.5% 35.8% 39.6% 34.1%
1024.0 1104.8 1224.7 1349.3 1424.7 1489.9 1417.6 1748.3
1137.8 1278.5 1360.3 1459.4 1581.1 1686.1 1825.6 1979.5

2.7% 2.8% 3.9% 5.8% 4.8% 4.6% 5.1% 4.3%
.7% 1.5% 4.7% 8.9% 7.0% 6.5% 6.0% 5.9%
.7% 1.7% 5.4% 10.0% 7.8% 7.2% 6.6% 6.5%

NMF NMF NMF 5.0% 2.8% 2.4% 1.9% 1.9%
NMF NMF 107% 50% 64% 67% 71% 70%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
35.96 40.14 44.10 46.15 Revenues per sh A 47.00
5.11 5.57 5.40 5.85 ‘‘Cash Flow’’ per sh 7.00
1.13 1.66 1.40 1.65 Earnings per sh A B 2.45
.82 .82 .82 .82 Div’ds Decl’d per sh C■ .82

7.03 8.23 6.40 6.40 Cap’l Spending per sh 6.25
18.42 19.18 19.95 20.75 Book Value per sh 23.45
34.23 36.79 39.00 39.00 Common Shs Outst’g D 41.50
19.2 14.3 Bold figures are

Value Line
estimates

Avg Ann’l P/E Ratio 18.0
1.09 .76 Relative P/E Ratio 1.20

3.8% 3.5% Avg Ann’l Div’d Yield 1.9%

1231.0 1477.1 1720 1800 Revenues ($mill) A 1950
38.5 58.9 55.0 65.0 Net Profit ($mill) 100

30.5% 34.8% 35.0% 35.0% Income Tax Rate 31.0%
3.1% 4.0% 3.1% 3.5% Net Profit Margin 5.2%

66.0% 64.2% 61.5% 60.5% Long-Term Debt Ratio 56.0%
34.0% 35.8% 38.5% 39.5% Common Equity Ratio 44.0%
1851.6 1968.6 2030 2060 Total Capital ($mill) A 2225
2175.7 2336.0 2535 2720 Net Plant ($mill) 3295

4.2% 5.0% 4.5% 5.0% Return on Total Cap’l 6.5%
6.1% 8.3% 7.0% 8.0% Return on Shr. Equity 10.5%
6.1% 8.3% 7.0% 8.0% Return on Com Equity 10.5%
1.7% 4.3% 3.0% 4.0% Retained to Com Eq 7.0%
72% 49% 58% 49% All Div’ds to Net Prof 34%

Company’s Financial Strength B
Stock’s Price Stability 95
Price Growth Persistence 55
Earnings Predictability 65

(A) Incl. income for PriMerit Bank on the equity
basis through 1994.
(B) Based on avg. shares outstand. thru. ’96,
then diluted. Excl. nonrec. gains (losses): ’93,

8¢; ’97, 16¢; ’02, (10¢). Incl. asset writedown:
’86, 9¢; ’93, 44¢. Excl. loss from disc. ops.: ’95,
75¢. Next egs. report due late January.
(C) Dividends historically paid early March,

June, September, December.
■ Div’d reinvest. plan avail. (D) In millions.
(E) Quarters may not sum due to change in
shares outstanding.

BUSINESS: Southwest Gas Corporation is a regulated gas distrib-
utor serving approx. 1.6 million customers in sections of Arizona,
Nevada, and California. ’04 margin mix: resid. and small commer-
cial, 83%; large commercial and industrial, 4%; transportation, 13%.
Annual volume: 2.2 billion therms. Principal suppliers: El Paso Nat-
ural Gas Co. and Northwest Pipeline Corp. Acquired gas utility as-

sets from Arizona Public Service in 1984. Sold PriMerit Bank (acq.
in ’86) in 7/96. Has about 2,550 employees, 22,990 shareholders.
Officers & Directors own 1.8% of common (6/05 Proxy). Chairman.:
Thomas Y. Hartley. CEO: Jeffrey W. Shaw. Incorporated: CA. Ad-
dress: 5241 Spring Mountain Rd., P.O. Box 98510, Las Vegas, NV
89193-8510. Telephone: 702-876-7237. Internet: www.swgas.com.

Southwest Gas had a stronger-than-
expected third-quarter. Share loss of
$0.43, was above our estimate of $0.55,
and a solid improvement over last year.
The company is finally beginning to see
the results of its rate case initiatives bear
fruit. Indeed, rate relief in Nevada and
California, coupled with an incremental $4
million in gross margin from customer ad-
ditions, accounted for the improvement.
The company is awaiting a rate-case
decision in Arizona, which would
mitigate the impact of weather on earn-
ings and allow the company to recover its
higher costs — all of which should benefit
earnings going forward. Importantly, with-
out the change in rate design, we think
that Southwest’s return on equity will con-
tinue to lag that of its peers. We suspect
that Southwest will receive at least half of
the $70.8 million it is seeking from the
Arizona Corporation Commission (ACC).
The proposed rate increase includes com-
ponents designed to more closely tie the
company’s revenues to the fixed costs in-
curred in providing service. One proposed
enhancement to the rate schedule is to
shift more revenue into lower-usage peri-

ods and away from peak winter periods
that depend on cold weather, which would
reduce SWX’s exposure to potentially
warmer-than-normal temperatures. A de-
cision is expected in early 2006.
During the last twelve months, South-
west added a record 79,000 customers.
Typically, this pace of customer growth,
while impressive, has been a doubled-
edged sword for the company, given the
implicit costs associated with such rapid
expansion, but the improved rate structure
is helping to ease the burden.
Southwest shares are not a standout.
The company’s balance sheet remains fair-
ly highly leveraged, and higher interest
rates have raised the cost of SWX’s
variable-rate debt. Plus, since dividend
payments have not expanded in almost a
decade, SWX shares are not all that ap-
pealing as an income vehicle. At about 3%,
the dividend yield remains decent, but we
think investors may want to look else-
where for now. While we feel that the util-
ity is showing signs of stabilizing earnings,
a favorable award from the ACC is key to
the long-term story here.
Edward Plank December 16, 2005

LEGENDS
1.15 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

Options: No
Shaded area indicates recession
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WGL HOLDINGS NYSE-WGL 30.62 15.0 14.5
14.0 0.82 4.4%

TIMELINESS 5 Lowered 9/2/05

SAFETY 1 Raised 4/2/93

TECHNICAL 3 Lowered 8/12/05
BETA .80 (1.00 = Market)

2008-10 PROJECTIONS
Ann’l Total

Price Gain Return
High 35 (+15%) 7%
Low 30 (Nil) 4%
Insider Decisions

J F M A M J J A S
to Buy 0 0 0 0 0 0 0 0 0
Options 0 0 0 0 1 0 0 1 0
to Sell 0 0 0 0 1 0 0 1 0
Institutional Decisions

1Q2005 2Q2005 3Q2005
to Buy 92 96 97
to Sell 62 63 65
Hld’s(000) 26169 27756 27169

High: 21.3 22.4 25.0 31.4 30.8 29.4 31.5 30.5 29.5 28.8 31.4 34.8
Low: 16.0 16.1 19.1 20.9 23.1 21.0 21.8 25.3 19.3 23.2 26.7 28.8

% TOT. RETURN 11/05
THIS VL ARITH.

STOCK INDEX
1 yr. 4.7 10.4
3 yr. 50.9 74.6
5 yr. 38.4 81.1

CAPITAL STRUCTURE as of 9/30/05
Total Debt $675.2 mill. Due in 5 Yrs $330.0 mill.
LT Debt $584.2 mill. LT Interest $40.0 mill.
(LT interest earned: 4.7x; total interest coverage:
4.5x)
Pension Assets-9/04 $683.1 mill.

Oblig. $655.8 mill.
Preferred Stock $28.2 mill. Pfd Div’d $1.3 mill.

Common Stock 48,704,000 shs.

MARKET CAP: $1.5 billion (Mid Cap)

CURRENT POSITION 2003 2004 9/30/05
($MILL.)

Cash Assets 4.5 6.6 4.8
Other 404.4 426.3 476.2
Current Assets 408.9 432.9 481.0
Accts Payable 142.7 179.0 204.9
Debt Due 178.9 156.3 91.0
Other 64.5 77.6 115.5
Current Liab. 386.1 412.9 411.4
Fix. Chg. Cov. 487% 449% 460%
ANNUAL RATES Past Past Est’d ’02-’04
of change (per sh) 10 Yrs. 5 Yrs. to ’08-’10
Revenues 6.5% 11.5% 5.5%
‘‘Cash Flow’’ 4.5% 4.0% 5.0%
Earnings 3.0% 2.0% 5.0%
Dividends 1.5% 1.5% 2.0%
Book Value 4.0% 3.0% 5.0%

Fiscal
Year
Ends

Full
Fiscal
Year

QUARTERLY REVENUES ($ mill.) A

Dec.31 Mar.31 Jun.30 Sep.30
2002 417.1 564.8 314.2 288.7 1584.8
2003 560.0 851.1 373.2 279.9 2064.2
2004 585.3 862.2 356.9 285.2 2089.6
2005 624.1 931.5 346.6 284.1 2186.3
2006 645 935 385 310 2275
Fiscal
Year
Ends

Full
Fiscal
Year

EARNINGS PER SHARE A B

Dec.31 Mar.31 Jun.30 Sep.30
2002 .66 1.09 d.14 d.47 1.14
2003 1.10 1.61 d.05 d.36 2.30
2004 .81 1.62 d.08 d.37 1.98
2005 .88 1.63 d.17 d.23 2.11
2006 .87 1.54 d.14 d.37 1.90
Cal- Full

endar Year
QUARTERLY DIVIDENDS PAID C ■

Mar.31 Jun.30 Sep.30 Dec.31
2001 .31 .315 .315 .315 1.26
2002 .315 .318 .318 .318 1.27
2003 .318 .32 .32 .32 1.28
2004 .32 .325 .325 .325 1.30
2005 .325 .333 .333 .333

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002
19.52 18.75 17.50 18.37 21.55 21.69 19.30 22.19 24.16 23.74 20.92 22.19 29.80 32.63
2.03 2.17 2.04 2.17 2.25 2.43 2.51 2.93 3.02 2.79 2.74 3.20 3.24 2.63
1.22 1.26 1.14 1.27 1.31 1.42 1.45 1.85 1.85 1.54 1.47 1.79 1.88 1.14
.97 1.01 1.05 1.07 1.09 1.11 1.12 1.14 1.17 1.20 1.22 1.24 1.26 1.27

3.00 2.38 2.05 2.17 2.43 2.84 2.63 2.85 3.20 3.62 3.42 2.67 2.68 3.34
9.86 10.17 9.63 10.66 11.04 11.51 11.95 12.79 13.48 13.86 14.72 15.31 16.24 15.78

38.70 39.23 39.89 40.62 41.50 42.19 42.93 43.70 43.70 43.84 46.47 46.47 48.54 48.56
10.6 11.7 12.8 13.6 15.6 14.0 12.7 11.5 12.7 17.2 17.3 14.6 14.7 23.1
.80 .87 .82 .82 .92 .92 .85 .72 .73 .89 .99 .95 .75 1.26

7.5% 6.9% 7.2% 6.2% 5.3% 5.6% 6.1% 5.4% 5.0% 4.5% 4.8% 4.8% 4.6% 4.8%

828.7 969.8 1055.8 1040.6 972.1 1031.1 1446.5 1584.8
62.9 81.6 82.0 68.6 68.8 84.6 89.9 55.7

37.4% 37.7% 36.9% 35.6% 36.0% 36.1% 39.6% 34.0%
7.6% 8.4% 7.8% 6.6% 7.1% 8.2% 6.2% 3.5%

37.8% 37.6% 41.1% 40.3% 41.5% 43.1% 41.7% 45.7%
58.9% 59.4% 56.2% 57.1% 56.1% 54.8% 56.3% 52.4%
870.6 941.1 1049.0 1064.8 1218.5 1299.2 1400.8 1462.5

1056.1 1130.6 1217.1 1319.5 1402.7 1460.3 1519.7 1606.8
8.7% 10.1% 9.3% 8.0% 7.1% 7.9% 7.9% 5.3%

11.6% 13.9% 13.3% 10.8% 9.7% 11.4% 11.0% 7.0%
12.0% 14.4% 13.7% 11.1% 9.9% 11.7% 11.2% 7.2%
2.8% 5.6% 5.1% 2.5% 1.8% 3.7% 3.8% NMF
77% 62% 63% 78% 82% 69% 67% 112%

2003 2004 2005 2006 © VALUE LINE PUB., INC. 08-10
42.45 42.93 44.89 46.70 Revenues per sh A 54.00
4.00 3.87 4.00 4.00 ‘‘Cash Flow’’ per sh 4.70
2.30 1.98 2.11 1.90 Earnings per sh B 2.40
1.28 1.30 1.32 1.34 Div’ds Decl’d per sh C■ 1.43
2.65 2.33 2.55 4.10 Cap’l Spending per sh 2.55

16.25 16.95 17.80 18.65 Book Value per sh D 21.75
48.63 48.67 48.70 48.70 Common Shs Outst’g E 48.80
11.1 14.2 14.8 Avg Ann’l P/E Ratio 14.0
.63 .75 .77 Relative P/E Ratio .95

5.0% 4.6% 4.2% Avg Ann’l Div’d Yield 4.3%

2064.2 2089.6 2186.3 2275 Revenues ($mill) A 2635
112.3 98.0 104.8 98.0 Net Profit ($mill) 120

38.0% 38.2% 38.0% 38.0% Income Tax Rate 38.0%
5.4% 4.7% 4.8% 4.3% Net Profit Margin 4.6%

43.8% 40.9% 38.8% 38.0% Long-Term Debt Ratio 37.0%
54.3% 57.2% 59.4% 60.5% Common Equity Ratio 61.0%
1454.9 1443.6 1507.7 1555 Total Capital ($mill) 1780
1874.9 1915.6 1969.7 2120 Net Plant ($mill) 2495

9.1% 8.2% 7.0% 6.5% Return on Total Cap’l 7.0%
13.7% 11.5% 11.5% 10.5% Return on Shr. Equity 10.5%
14.0% 11.7% 11.5% 10.5% Return on Com Equity 11.0%
6.2% 4.1% 4.5% 3.5% Retained to Com Eq 4.5%
56% 65% 63% 67% All Div’ds to Net Prof 60%

Company’s Financial Strength A
Stock’s Price Stability 100
Price Growth Persistence 80
Earnings Predictability 60

(A) Beginning 1989, fiscal years end Sept.
30th.
(B) Based on diluted shares. Excludes non-
recurring losses: ’01, (13¢); ’02, (34¢).

Next earnings report due late January.
(C) Dividends historically paid early February,
May, August, and November. ■ Dividend rein-
vestment plan available.

(D) Includes deferred charges and intangibles.
’04: $156.5 million, $3.22/sh.
(E) In millions, adjusted for stock split.

BUSINESS: WGL Holdings, Inc. is the parent of Washington Gas
Light, a natural gas distributor in Washington, D.C. and adjacent
areas of VA. and MD. to resident’l and comm’l users (1,012,105
meters). Hampshire Gas, a federally regulated sub., operates an
underground gas-storage facility in WV. Non-regulated subs.:
Wash. Gas Energy Svcs. sells and delivers natural gas and pro-

vides energy related products in the D.C. metro area; Wash. Gas
Energy Sys. designs/installs comm’l heating, ventilating, and air
cond. systems. Has 1,914 employees. Off./dir. own less than 1% of
the common stock (1/05 proxy). Chairman & CEO: J.H. DeGraffen-
reidt. Inc.: D.C. and VA. Address: 1100 H St., N.W., Washington,
D.C. 20080. Tel.: 202-624-6410. Internet: www.wglholdings.com.

WGL’s fourth-quarter results (ended
September 30th) were better than
normal. This was due to higher profits in
the nonregulated division, which reduced
the typical seasonal losses experienced in
the September period. Too, Maryland’s
weather normalization program now pro-
vides the company protection against reve-
nue variations due to changes in usage
caused by weather deviations and conser-
vatism among customers. For 2006, WGL
is targeting capital expenditures of about
$200 million, a sharp increase over the
$124 million in the previous year. This is
due to costs associated with the rehabilita-
tion occurring in the Prince George’s
County service area, along with the con-
struction of an LNG peaking plant.
The company’s service area is located
in one of the fastest-growing utility
markets in the country. Due to the af-
fluence of the region, higher gas prices will
continue to represent a small portion of
the total income for many of these individ-
uals. Therefore, Washington Gas will like-
ly experience less of an increase in bad
debt expense compared to other gas dis-
tributors. Long-term, the company contin-

ues to anticipate adding 25,000–30,000
new customers per year. This represents a
2.7% annual growth rate, nearly twice the
national average.
The company’s nonregulated business
continues to expand. For fiscal 2005,
the unit posted earnings of $16 million,
nearly 93% above the year-ago period. The
results comprised $22.3 million from the
retail energy marketing segment, offset by
a $3.9 million loss in the heating, ventilat-
ing, and air-conditioning segment (HVAC)
and a $2.4 million loss in its other activ-
ities. Despite the HVAC shortfall, WGL
will continue to operate the segment. The
unit has value, since it is close to breaking
even and would cost more to shut down.
Moreover, the primary driver of the earn-
ings advance in the marketing segment
was due to higher gross margins in the
sale of natural gas.
Though the stock is untimely,
income-oriented investors may find it
appealing. WGL has increased its divi-
dend for 29 consecutive years, and we ex-
pect the streak to continue. The current
yield is a respectable 4.4%.
Evan I. Blatter December 16, 2005

LEGENDS
1.30 x Dividends p sh
divided by Interest Rate. . . . Relative Price Strength

2-for-1 split 5/95
Options: No
Shaded area indicates recession

© 2005, Value Line Publishing, Inc. All rights reserved. Factual material is obtained from sources believed to be reliable and is provided without warranties of any kind.
THE PUBLISHER IS NOT RESPONSIBLE FOR ANY ERRORS OR OMISSIONS HEREIN. This publication is strictly for subscriber’s own, non-commercial, internal use. No part
of it may be reproduced, resold, stored or transmitted in any printed, electronic or other form, or used for generating or marketing any printed or electronic publication, service or product.
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES -AMER STATES WTR (AWR)

Analyst Estimates

High

Current Average Estimate

Low

# of Analysts

Year ago actual

EPS growth (year-over-year)

ANALYST RECOMMENDATIONS -AMER STATES WTR (AWR)

Recommendation History Current Recommendations

Current I-month 2-month 3-month Number of brokers

Strong Buy 0 0 0 0 Strong Buy 0

http://money.excite.com/ht/rs/fin/ es/a/awr .html 12/6/2005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.21 0.23 1.14 1.46

0.22 0.24 1.30 1.50

0.20 0.22 1.00 1.38

3 2 3 3

0.16 0.19 1.18 -

Actual This Next This Next
29.17% 21.05% (3.67%) 28.45% Last qtr qtr qtr year year
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Strong Sell

EPS TRENDS / GROWTH

Consensus EPS Trend

This qtr
Dee-OS

EARNINGS SURPRISE HISTORY

$0.60

Estimate Actual
Sep-OS

I BROKERS

Estimate Actual
Jun-OS

Estimate Actual
Mar-OS

Estimate Actual
Dee-04

Estimate Actual
Sep-04

httn' IlmoTIp.v p.yritp. rom/ht/r<::/fin/p<::/",/",urr htn->l 1 ')/C,/')OOt;'.

Mod Buy 0

Hold 3

Mod Sell 0

Strong Sell 0

Consensus 3

1-Strong BUy,S-StrongSell

0 0 0 Mod Buy 0

3 3 2 Hold

0 0 0 Mod Sell 0

0 0 0 Strong Sell 0

Average Recommendation

3 3 3 Consensus

Strong Buy

Current 0.21

7 Days Ago 0.21

1 Month Ago 0.22

2 Months Ago 0.22

3 Months Ago 0.23

Earnings Growth Rate

Next qtr This yr Next yr Long Last S This yr Next yr Next S
Mar-06 Dee-OS' Dee-06 Term years (Dee-OS) (Dee-06) years

0.23 1.14 1.46 6.00% AWR 4.20% 0.30% 4.00% -

0.23 1.15 1.46 6.00% UTIL-WATER SPL 7.10% 18.30% 7.80% 6.30%

0.23 1.30 1.46 6.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

0.23 1.30 1.46 6.00%

0.22 1.30 1.44 6.00% .
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - CALIF WATER SVC (CWT)

Analyst Estimates

High

Current Average Estimate

Low

# of Analysts

Year ago actual

EPS growth (year-aver-year)

ANALYST RECOMMENDATIONS - CALIF WATER SVC (CWT)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/finl es/c/cwt.html 12/612005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.29 0.15 1.49 1.71

0.36 0.18 1.60 1.86

0.22 0.11 1.38 1.60

4 2 6 6

0.20 0.03 1.46 -

Actual This Next This Next
43.75(Yo 383.33% 1.71% 15.04% Last qtr qtr qtr year year
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Strong Sell

EARNINGS SURPRISE HISTORY

$0,71

Estimate Actual
Sep-OS

Estimate Actual
Jun-OS

Estimate Actual
Mar-OS

Estimate Actual
Dee-04

Estimate Actual
Sep-04

http://money.excite.com/ht/rs/finl es/c/cwt.html 12/612005

Current I-month 2-month 3-month Number of brokers

Strong Buy 1 1 1 1 Strong Buy 1

Mod Buy 1 1 1 1 Mod Buy 1

Hold 4 4 4 3 Hold

Mod Sell 0 0 0 0 Mod Sell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.5 2.5 2.5 2.5 Consensus 2.5

i-StrongBUy,S-StrongSell Strong Buy

EPS TRENDS/ GROWTH

Consensus EPS Trend Earnings Growth Rate
Thisqtr Nextqtr This yr Next yr Long Last S This yr Next yr Next S
Dee-OS Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

Current 0.29 0.15 1.49 1.71 7.67% CWT - - 23.60% 6.00%

7 Days Ago 0.29 0.15 1.49 1.71 7.67% UTIL-WATER SPL 7.10% 18.30% 7.80% 6.30%

1 Month Ago 0.28 0.15 1.49 1.71 7.67% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 0.28 0.15 1.46 1.71 7.67%

3 Months Ago 0.29 0.18 1.44 1.71 7.67%
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - SOUTHWEST WATER (SWWC)

High

Analyst Estimates

Current Average Estimate

Low

# of Analysts

Year ago actual

EPS growth (year-over-year)

ANALYST RECOMMENDATIONS - SOUTHWEST WATER (SWWC)

Recommendation History Current Recommendations

Current I-month 2-month 3-month Number of brokers

Strong Buy 2 2 2 1 Strong Buy 2

http://money.excite.com/ht/rs/finl es/ s/swwc.html 12/612005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.08 0.06 0.41 0.45

0.12 0.06 0.54 0.51

0.06 0.06 0.35 0.40

3 1 4 3

(0.02) (0.01) 0.24 -

Actual This Next This Next
516.67% 700.00% 71.88% 9.90% Last qtr qtr qtr year year
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Consensus

i-Strong BUy,5-Strong Sell
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2

EPS TRENDS / GROWTH

Consensus EPS Trend

This qtr
Dee-OS

Current

7 Days Ago

1 Month Ago

2 Months Ago

3 Months Ago

0.08

0.08

0.09

0.09

0.07

EARNINGS SURPRISE HISTORY

Estimate Actual
Sep-OS

$0.22

Estimate Actual
Jun-OS

($0.02)
Estimate Actual

Dee-04
Estimate Actual

Sep-04

I BROKERS

http://money.excite.com/ht/rs/fin/ es/ S/swwc.html 12/6/2005

Mod Buy 0

Hold 2

Mod Sell 0

Strong Sell 0

0 0 0 ModBuy 0

2 2 2 Hold 2

0 0 0 ModSell 0

0 0 0 Strong Sell 0

Average Recommendation

2 2 2.5 Consensus 2

Strong Buy Strong Sell

Earnings Growth Rate
,

Next qtr This yr Next yr Long Last S This yr Next yr Next S
Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

0.06 0.41 0.45 5.50% SWWC 27.00% 6.10% 9.10% -

0.06 0.41 0.45 5.50% UTIL-WATER SPL 7.10% 18.30% 7.80% 6.30%

0.11 0.42 0.47 5.50% S&P 500 8.40% (4.00%) 13.30% 17.50%

0.11 0.42 0.47 5.50%

0.11 0.38 0.47 5.50%
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - AQUA AMER INC (WTR)

Analyst Estimates

Current Average Estimate

High

Low

# of Analysts

Year ago actual

EPS growth (year-over-year)

ANALYST RECOMMENDATIONS - AQUA AMER INC (WTR)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/fin/ es/w /wtr .html 12/612005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.18 0.16 0.72 0.80

0.19 0.17 0.74 0.83

0.17 0.16 0.71 0.78

5 2 7 5

0.18 0.15 0.64 -

Actual This Next This Next
(0.83%) 7.50% 12.94% 11.04% Last qtr qtr qtr year year
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Estimate Actual
Sep-OS

Estimate Actual
Jun-OS

Estimate Actual
Mar-OS

Estimate Actual
Dec-04

Estimate Actual
Sep-04

I BROKERS

Data Provided by ZACKS Investment Research, Inc., www.zacks.com.

Copyright (c)2000 by ZACKS Investment Research, Inc ("ZACKS"). The information, data, analyses and opinions contained herein (1) includes the confidential and
proprietary information of ZACKS, (2) may not be copied or redistributed, for any purpose, (3) does not constitute investment advice offered by ZACKS or this site, (4)
are provided solely for informational purposes, and (5) are not warranted or represented to be correct, complete, accurate or timely. ZACKS and this site shall not be
responsible for investment decisions, damages or other losses resulting from, or related to, use of this information, data, analyses or opinions. Past performance is no
guarantee of future performance. ZACKS is not affiliated with this site.

Click here to email this page to a friend

Money HeiR Give Us Your Feedback Money Glossary

http://money.excite.com/ht/rs/fin/es/w/wtr.html 12/612005

Current I-month 2-month 3-month Number of brokers

Strong Buy 2 2 2 2 Strong Buy 2

Mod Buy 0 0 0 0 ModBuy 0

Hold 5 5 5 4 Hold

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.43 2.43 2.43 2.43 Consensus 2.43

1-Strong BUy,5-Strong Sell Strong Buy

EARNINGS SURPRISE HISTORY
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES -CASCADE NAT GAS (CGC)

Current Estimates

Next yr
Sep-07

$1.20

0

($0.32)
Actual

Last qtr
This
year

Next
year

This
qtr

Next
qtr

ANALYST RECOMMENDATIONS -CASCADE NAT GAS (CGC)

Recommendation History Current Recommendations

Current I-month 2-month 3-month

http://money.excite.comlhtlrs/finl es/c/cgc.html

Number of brokers

12/6/2005

Analyst Estimates
Thisqtr Nextqtr This yr
Dee-OS Mar-06 Sep-06

Current Average Estimate 0.71 0.75 1.20

High 0.75 0.75 1.25

Low 0.66 0.75 1.15

# of Analysts 2 1 2

Year ago actual 0.63 0.65 0.96

EPS growth (year-over-year) 11.90% 15.38% 25.00%
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Strong Sell

EPSTRENDS / GROWTH

Consensus EPS Trend

This qtr
Dee-OS

Current 0.71

0.71

0.70

0.65

7 Days Ago

1 Month Ago

2 Months Ago

3 Months Ago

EARNINGS SURPRISE HISTORY

($0.32)
Estimate Actual

Sep-OS
Estimate Actual

Jun-OS
Estimate Actual

Mar-OS
Estimate Actual

Dee-04

http://money.excite.com/ht/rs/fin/ es/ C/Cgc.html 12/612005

Strong Buy 0

Mod Buy 0

Hold 2

Mod Sell 0

Strong Sell 0

Consensus 3

i-Strong BUy,5-Strong Sell

0 0 0 Strong Buy 0

0 0 0 Mod Buy 0

2 2 2 Hold

0 0 0 ModSell 0

0 0 0 Strong Sell 0

Average Recommendation

3 3 3 Consensus

Strong Buy

Earnings Growth Rate

Nextqtr Thisyr Next yr Long Last S This yr Next yr Next S
Mar-06 Sep-06 Sep-07 Term years (Sep-06) (Sep-07) years

0.75 1.20 - 6.00% CGC 11.80% 4.50% 5.50% 4.10%

0.75 1.20 - 6.00% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

0.73 1.20 - 6.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

0.73 1.20 - 6.00%

1.25 - 6.00%
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - KEYSPAN CORP (KSE)

EPS growth (year-over-year)

Analyst Estimates

Current Average Estimate

High

Low

# of Analysts

Year ago actual

ANALYST RECOMMENDATIONS - KEYSPAN CORP (KSE)

Recommendation History Current Recommendations

Current l-month 2-month 3-month Number of brokers

Strong Buy 1 1 1 1 Strong Buy 1

http://money.excite.com/ht/rs/fin/ es/k/kse.html 12/6/2005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.67 1.45 2.35 2.32

0.74 1.45 2.38 2.45

0.61 1.45 2.32 2.09

7 1 9 8

0.88 1.49 2.77 -

Actual This Next This Next
(23.54%) (2.68%) (15.08%) (1.53%) Last qtr qtr qtr year year
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Estimate Actual
Sep-OS

Estimate Actual
Jun-OS

Estimate Actual
Mar-OS

Estimate Actual
Dee-04

Estimate Actual
Sep-04

I BROkERS

http://money.excite.com/ht/rs/finl es/k/kse.html 12/6/2005

Mod Buy 0 0 0 0 ModBuy 0

Hold 9 9 9 9 Hold 9

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.82 2.82 2.82 2.82 Consensus 2.82

i-Strong BUy,S-StrongSell Strong Buy Strong Sell

EPSTRENDS / GROWTH

Consensus EPS Trend Earnings Growth Rate

This qtr Next qtr This yr Next yr Long
;

Last S This yr Next yr Next S
Dee-OS Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

Current 0.67 1.45 2.35 2.32 3.17% KSE 4.60% 13.60% 9.10% 9.40%

7 Days Ago 0.67 1.45 2.35 2.32 3.17% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 0.70 1.45 2.37 2.35 2.75% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 0.72 1.47 2.37 2.45 2.75%

3 Months Ago 0.72 1.47 2.37 2.45 2.75%

EARNINGS SURPRISE HISTORY
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Quick Find

Symbol(s):
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News Research Personal Finance

Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday. Chart. Java Chart. Technical

Profile. Estimates. Financials . Statistics. Insider. Events. SEC Filings

Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES -LACLEDE GRP INC (LG)

Next yr
Sep-07

2.20

2.20

2.20

1

9.45%

Current Estimates

$2.20

($0.24)
Actual

Last qtr
This
qtr

Next
qtr

This
year

Next
year

ANALYST RECOMMENDATIONS -LACLEDE GRP INC (LG)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/finl es/1/lg.html 12/612005

Analyst Estimates

Thisqtr Next qtr This yr
Dee-OS Mar-06 Sep-06

Current Average Estimate 0.83 1.14 2.01

High 0.85 1.14 2.06

Low 0.81 1.14 1.97

# of Analysts 2 1 3

Year ago actual 0.79 1.06 1.90

EPS growth (year-over-year) 5.06% 7.55% 5.79%
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EPS TRENDS / GROWTH

Current 0.83

0.85

0.85

Consensus EPS Trend

This qtr
Dee-OS

7 Days Ago

1 Month Ago

2 Months Ago

3 Months Ago

EARNINGS SURPRISE HISTORY

Estimate Actual Estimate Actual Estimate Actual
($0.31)
Estimate

($0.28)
Actual

http://money.excite.comlht/rs/fin/ es/l/lg.html 12/612005

Current i-month 2-month 3-month Number of brokers

Strong Buy 1 1 1 1 Strong Buy 1

Mod Buy 0 0 0 0 ModBuy 0

Hold 2 2 2 2 Hold 2

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.33 2.33 2.33 2.33 Consensus 2.33

1-Strong Buy,5-StrongSell Strong Buy Strong Sell

Earnings Growth Rate

Next qtr This yr Next yr Long Last S This yr Next yr Next S
Mar-06 Sep-06 Sep-07 Term years (Sep-06) (Sep-07) years

1.14 2.01 2.20 5.00% LG (2.30%) 34.80% 3.50% 3.50%

2.01 - 5.00% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

2.01 - 5.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

2.01 - 5.00%

2.00 - 5.00%
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Symbol(s):
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Monev Home Mv Money Portfolio Markets News Research PersQnal Finance

Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday . Chart. Java Chart. Technical

Profile. Estimates. Financials. Statistics. Insider. Events. SEC Filings

Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES -NORTHWEST NAT G (NWN)

Analyst Estimates

High

Current Average Estimate

Low

# of Analysts

Year ago actual

EPS growth (year-over-year)

ANALYST RECOMMENDATIONS - NORTHWEST NAT G (NWN)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/finl es/nlnwn.html 12/612005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.99 1.49 2.14 2.27

1.00 1.52 2.17 2.33

0.96 1.46 2.10 2.19

4 3 6 6

0.97 1.43 1.86 -
($0.31)
Actual This Next This Next1.55% 3.96% 14.87% 6.16% Last qtr qtr qtr year year
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Symbol(s):
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Monev Home My Money Portfolio Markets News Research Personal Finance

Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday. Chart. Java Chart. Technical

Profile. Estimates. Financials . Statistics. Insider. Events. SEC Filings

Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - NORTHWEST NAT G (NWN)

Analyst Estimates

High

Current Average Estimate

Low

# of Analysts

Year ago actual

EPS growth (year-over-year)

ANALYST RECOMMENDATIONS - NORTHWEST NAT G (NWN)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/fin/ es/n/nwn.html 12/612005

Current Estimates

This qtr Next qtr This yr Next yr
Dee-OS Mar-06 Dee-OS Dec-06

0.99 1.49 2.14 2.27

1.00 1.52 2.17 2.33

0.96 1.46 2.10 2.19

4 3 6 6

0.97 1.43 1.86 -
($0.31)
Actual This Next This Next

1.55% 3.96% 14.87% 6.16% Last qtr qtr qtr year year
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$1.43

($0.33)
Estimate

($0.31)
Actual Estimate Actual Estimate Actual Estimate ActuaI

($0.30)
Estimate

($0.30)
Actual

http://money.excite.com/ht/rs/fin/ es/n/nwn.html 12/6/2005

Current 1-month 2-month 3-month Number of brokers

Strong Buy 1 1 1 1 Strong Buy 1

Mod Buy 1 1 1 1 ModBuy 1

Hold 4 4 4 4 Hold 4

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.5 2.5 2.5 2.5 Consensus 2.5

i-Strong Buy,S-StrongSell Strong Buy Strong Sell

EPS TRENDS / GROWTH

Consensus EPS Trend Earnings Growth Rate

This qtr Next qtr This yr Next yr Long Last S This yr Next yr Next S
Dee-OS Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

Current 0.99 1.49 2.14 2.27 5.30% NWN 1.20% (5.40%) 7.60% 5.80%

7 Days Ago 0.99 1.49 2.14 2.27 5.30% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 0.99 1.49 2.14 2.27 5.30% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 1.01 1.47 2.14 2.28 5.30%

3 Months Ago 1.01 1.47 2.14 2.28 5.30%

EARNINGS SURPRISE HISTORY
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Search;
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Symbol(s):
Find Symbol

Tip: You can enter multiple
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Money Home My Monev Portfolio Markets News Research Personal Finance

Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday . Chart. Java Chart. Technical

Profile.Estimates. Financials. Statistics. Insider. Events. SECFilings

Earnings Estimates

EARNINGSPER SHARE (EPS) ESTIMATES - PEOPL ENERGY CP (PGL)

Next yr
Sep-07

2.46

2.80

2.12

3

10.83%

Current Estimates

$2.46

Actual
Last qtr

This
qtr

This
year

Next
qtr

Next
year

ANALYST RECOMMENDATIONS - PEOPL ENERGY CP (PGL)

Recommendation History
Current 3-month

Current Recommendations

I-month 2-month

Strong Buy a a a 1

http://money.excite.com/ht/rs/finles/p/pg1.html

Number of brokers

Strong Buy a

12/612005

Analyst Estimates

Thisqtr Nextqtr This yr
Dee-OS Mar-06 Sep-06

Current Average Estimate 0.66 1.34 2.22

High 0.70 1.35 2.30

Low 0.64 1.32 2.15

# of Analysts 3 2 3

Year ago actual 0.77 1.37 2.53

EPS growth (year-over-year) (13.85%) (2.55%) (12.38%)
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$1.49

Estimate Actual
Sep-OS

Estimate Actual
Jun-OS

Estimate Actual
Mar-OS

Estimate Actual
Dee-04

Estimate Actual
Sep-04

IBROKERS

http://money.excite.com/ht/rs/finles/p/pg1.html 12/6/2005

Mod Buy 0 0 0 0 ModBuy 0

Hold 4 4 4 3 Hold 4

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 1 1 1 1 Strong Sell 1

Average Recommendation

Consensus 3.33 3.33 3.33 3 Consensus 3.33

i-Strong BUy,5-StrongSell Strong Buy Strong Sell

EPSTRENDS / GROWTH

Consensus EPSTrend Earning!; Growth Rate

Thisqtr Nextqtr Thisyr Nextyr Long LastS This yr Next yr Next S
Dee-OS Mar-06 Sep-06 Sep-07 Term years (Sep-06) (Sep-07) years

Current 0.66 1.34 2.22 2.46 3.50% PGL 3.40% 17.90% 4.90% 6.30%

7 Days Ago 0.66 1.34 2.22 2.46 3.50% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 0.66 1.34 2.22 2.46 4.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 0.64 1.41 2.23 - 4.00%

3 Months Ago 0.88 1.42 2.67 - 4.00%

EARNINGS SURPRISE HISTORY
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Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday. Chart. Java Chart. Technical

Profile. Estimates. Financials . Statistics. Insider. Events. SEC Filings

Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - SOUTH JERSEY IN (SJI)

Analyst Estimates

This qtr
Dee-OS

Next qtr
Mar-06

This yr
Dee-OS

Current Average Estimate 0.47

0.47

1.70

1.80High

Low 0.47

1

1.57

3# of Analysts

Year ago actual

0

0.960.51 1.52

EPS growth (year-over-year) (7.84%) 11.26%

ANALYST RECOMMENDATIONS - SOUTH JERSEY IN (SJI)

Next yr
Dec-06

1.79

1.86

1.70

3

5.30%

Current Estimates

Actual
Last qtr

This
qtr

Next
qtr

This
year

Next
year

Recommendation History Current Recommendations

http://money.excite.comlht/rs/fin/ es/ s/sji.html 12/6/2005
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$0.96

Estimate Actual Estimate Actual Estimate Actual Estimate Actual
($0.05)
Estimate Actual

http://money.excite.com/ht/rs/fin/ es/ s/sji.html 12/6/2005

Current I-month 2-month 3-month Number of brokers

Strong Buy 0 0 0 0 Strong Buy 0

Mod Buy 1 1 1 1 Mod Buy 1

Hold 2 2 2 2 Hold 2

Mod Sell 0 0 0 0 Mod Sell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 2.67 2.67 2.67 2.67 Consensus 2.67

l-Strong BUy,5-StrongSell Strong Buy Strong Sell

EPS TRENDS/ GROWTH

Consensus EPS Trend Earnings Growth Rate

This qtr Next qtr This yr Next yr Long Last S This yr Next yr Next S
Dee-OS Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

Current 0.47 - 1.70 1.79 6.00% SJI 6.60% 6.60% 2.50% 5.30%

7 Days Ago 0.47 - 1.70 1.79 6.00% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 0.47 - 1.68 1.79 6.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago - - 1.68 1.79 6.00%

3 Months Ago - - 1.68 1.79 6.00%

EARNINGSSURPRISE HISTORY
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Earnings Estimates

EARNINGS PER SHARE (EPS) ESTIMATES - SOUTHWEST GAS (SWX)

ANALYST RECOMMENDATIONS - SOUTHWEST GAS (SWX)

Recommendation History Current Recommendations

http://money.excite.com/ht/rs/fin/ esl slswx.html 12/612005

Analyst Estimates Current Estimates

This qtr Next qtr This yr Next yr , r $1.93
Dee-OS Mar-06 Dee-OS Dec-06

Current Average Estimate 1.04 - 1.35 1.93

High 1.07 - 1.45 1.95

Low 1.00 - 1.25 1.90

# of Analysts 2 0 2 2

Year ago actual 1.11 0.88 1.60 -
($0.43)

EPS growth (year-over-year) (6.76%) (15.63%) 42.59%
Actual This Next This Next-

Last qtr qtr qtr year year



$1.17

Actual Estimate Actual Estimate Actual Estimate Actual
($0.51)
Actual

http://money.excite.com/ht/rs/finl esl slswx.html 12/612005

Current I-month 2-month 3-month Number of brokers

Strong Buy 0 0 0 0 Strong Buy 0

Mod Buy 0 0 0 0 ModBuy 0

Hold 2 2 2 2 Hold 2

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 0 0 0 0 Strong Sell 0

Average Recommendation

Consensus 3 3 3 3 Consensus 3

1-Strong BUy,S-StrongSell Strong Buy Strong Sell

EPS TRENDS / GROWTH

Consensus EPS Trend Earnings Growth Rate

This qtr Next qtr This yr Next yr Long Last S This yr Next yr Next S
Dee-OS Mar-06 Dee-OS Dee-06 Term years (Dee-OS) (Dee-06) years

Current 1.04 - 1.35 1.93 6.00% SWX 7.90% 12.50% 2.20% 4.50%

7 Days Ago 1.04 - 1.35 1.93 6.00% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 1.02 - 1.35 1.93 6.00% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 1.05 - 1.35 1.93 6.00%

3 Months Ago 1.05 - 1.35 1.93 6.00%

EARNINGS SURPRISE HISTORY
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Find Symbol
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Money Home My Monev Portfolio Markets News Research Personal Finance

Full Quote. Quick Quote. Fundamentals. Last 5 Days. News. Intraday . Chart . Java Chart. Technical
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Earnings Estimates
..

EARNINGS PER SHARE (EPS) ESTIMATES -WGL HLDGS INC (WGL)

Analyst Estimates

This qtr
Dee-OS

Next qtr
Mar-06

This yr
Sep-06

Current Average Estimate 0.85

0.85

1.94

2.01High

Low 0.85

1

1.80

3# of Analysts

Year ago actual

0

1.530.88 1.99

EPS growth (year-over-year) (3.41%) (2.68%)

ANALYST RECOMMENDATIONS -WGL HLDGS INC (WGL)

Next yr
Sep-07

2.09

2.09

2.09

1

7.92%

Current Estimates

/ $2.09

($0.25)
Actual

Last qtr
This
qtr

Next
qtr

This
year

Next
year

Recommendation History
Current 3-month

Current Recommendations
l-month 2-month

http://money.excite.com/ht/rs/finl es/w/wg1.html

Number of brokers

12/6/2005
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$1.53

($0.38)
Estimate Actual

Sep-OS
Estimate Actual

Jun-OS
Estimate Actual

Mar-OS
Estimate Actual

Dee-04

($0.39) ($0.34)
Estimate Actual

Sep-04

http://money.excite.comlht/rs/finles/w/wgl.htm1 12/6/2005

Strong Buy 1 1 1 1 Strong Buy 1

Mod Buy 0 0 0 0 ModBuy 0

Hold 3 5 5 5 Hold 3

Mod Sell 0 0 0 0 ModSell 0

Strong Sell 1 1 1 1 Strong Sell 1

Average Recommendation

Consensus 3 3 3 3 Consensus 3

l-Strong Buy,S-StrongSell Strong Buy Strong Sell

EPS TRENDS / GROWTH
,

Consensus EPS Trend Earnings Growth Rate
Thisqtr Next qtr This yr Next yr Long Last S This yr Next yr Next S
Dee-OS Mar-06 Sep-06 Sep-07 Term years (Sep-06) (Sep-07) years

Current 0.85 - 1.94 2.09 4.00% WGL 2.50% 15.80% 0.80% 5.30%

7 Days Ago 0.88 1.62 1.97 2.05 3.75% UTIL-GAS DISTR 4.20% 14.00% 9.20% 8.00%

1 Month Ago 0.88 1.62 1.97 2.05 3.75% S&P 500 8.40% (4.00%) 13.30% 17.50%

2 Months Ago 0.89 1.62 1.97 2.05 3.80%

3 Months Ago 0.90 1.66 1.97 2.10 4.00%--
EARNINGS SURPRISE HISTORY
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'WATER UTILITY INDUSTRY
, '" ,

I
November3, 2000

Infrastructure costs in the Water Ucllity Indus-
, try will continue to rise over the long term.. Larger
companies will acquire smaller ones in an effort to
achieve economies of scale.' "

Foreign companies had been buying a number,'
, of U.S. water utilities, but that trend appears to be
waning. ,,' ,

Water utility stocks are ranked to underperform
the market over the coming 12 months; however,

'conservative investors can find attractive risk-
adjusted choices here.

The Need For Consolida:tion' ,'" , ,

Long-term, trends in the':Water Utility Industry mdi-
cate that infrastructure costs will steadily rise. Many of
,the facilities and, ptpes that now purify and transport
'drinking water were built about 100 years ago. Ongoing
upgrading and replacement are necessary for these old
systems to remain iri 'compliance with rules laid out by
the Environmental Protection Agency (EPA). The cost of

, fixing and upgrading these' systems is significantly
higher than in the past (even adjusting for inflation)
',because more-expensive, materials need to be used for
'.modernconstruction. Moreover, tr~sportatioJl <;ostsare

, .' much higher" and should continue to rise, as nearby,
sources of water are depleted and farther~away bodies of
water must be used. Water is quite difficult and expen-
'sive to moye because it 'is heavy and, cannot be com-..'
pressed. Also adding to industry costs is the ongoing'
issuance of guidelines from the ,EPA that typically re-
quire water utilities to comply with more-stringent
,water-purity standards. Industry sources estimate that
about $140 billion will be needed over the next 20 years
to fund necessary water-system infrastructure,improve-
ments. '. : , ", .' ,..

..

, ,

Smali and mid-sized water companies'usually'wet.
comelarge-scalesuitors. Smallerutilities generallylack

:' the'funds needed for':Iong~term structural improve-
ments, and might risk being Qut of compliance with local
and federal laws, at 'some point down the road. In an
effort to prevent tliis unpleasant scenario from happen.- '
ing, many of these smaller companies welcome ,larger
utilities that have the capital resources to remain-in
compliance with the' law. The larger company gains
greater geographic diversity. from its a,cquisitio,ns;which
helps lessen its susceptibility to 'weather ,fluctUations
that might cause v'olatility in earnin,gs; Acqtiireisal~o
benefit from; economies, of scale ,in: which costs are

'.:.,

~
]f
,':;
.1.';,

J . C~mpositeStatistics:W~ter,~~ility'lndustry, ..' - ," "', ,.,",

~
~;(,oiri

1,996 1997, 1998 1999

1793.9 1924.~ 1994.2 2422,~
214.4 .2.9.2 265.6 295.3

39.2% . 37,8% '37.0-% -3Q.2%
7,0%:; 6,3% 7.5% '8.7%

.. 55.7% 56.6% 56.9% ,'55.9%

40.0-% 39.6% 39.7% 42:0%

5271.8 5703.3 ,~18~Jj 7223.7
6377.26785.5 ,7~1.9 8961.3.

6.0%. 6.2%" 6.2% liO%
9.2% 9.7:'fo 10.0% 9.3%
9.7% 10.2% .10.4% 9.5%
3.3% 3.6% 3.9% 3.2%
.68% 66% 64% 67%

14.5 15.8- 18.3 20.2
.91 ,91 ,.95 1.15

4.6%I 4,1% '3.4% 3.3%

03-05

,. I, 3500
415

3!7.0%
8.0%

,50.0%"
',.1 48.0%

'9300

I , rtOO.
"'7.5% ,

11.5%1.
12.0%
4.5%' .

2000 2001

,7550 '2750 Revenue'- ($mill)

'," 315 335 Net Prolil($mill)

}9.0% 39.0% Income-T~ Rate ' ,
6.0% 6.0% AFUDC% to Net Profit:

53.0%52.0%. ~~Term Debt Rallo
'45.0% 46.0% co'mlnon Equity.Rillo'

~oo 7900,TotalCapital($mill)" ,

:'700 " 9300 Net PIa,,~($mill) .
,6.5%- 7.0% ileturnOnTotalCap" ,

10.5% 10.5%, Retur.n on Shr. Equity .

,11.0% 11.0%. Return on Com Equity

, , 3.5%': 3.5%, Retained to Com Eq "
70% 70%, All Oiv'ds to Net Prol

B:J1dilres lie

I

Avg Ann' PIE Rallo

. 'Va u"" Relallve PIE Ratio

..tl te. AvgAnn"Div'dYleld

"""

, ,

1392

~, 4
INDUsrRYTIMELINESS: ,81 (of 92)

, gener~llyreduced. Too,'tpe. regu,!atory-intensive nature'
of the Water Utility Iridustty means that some specific

, localgoverrimentsmight be more uncooperativewith the
utilities than other comparable local officials: A larger,
territory lessens the impact of a particularly onerous
regulatory atmosphere. ' '

Acquisition Update
Foreign companies have purchased a large nuxnberof

domestic water utilities over the past year. These global
wat~r' companies are attracted to this country's' rela-
tively safe' political' cliinate .and its trend towards the ,

, privatization of .municipal.water. 'and wastewater sys- '
terns.' Currently, there is concern among investors that
the large premiums paid for U.S. takeover targets,
which approached three times book value, will become
more infr8<l.uent;British utilities are having regulatory
difficulties at home that stand to weaken their designs
on the U.S. market. Consequently, there appear to be
fewer bidders in the market." , ,

"SDWA Regulations " '., -- ,

The Safe Drinking' Water Act.(SDWA) of 1974
(amended in 1996) authorized the .EPA to work with
state and local govern-ments to test 'for five potential

,impurities iri drinking wateievery five years. The EPA
mandates what levels of a certain contaminant is accept-
able per a specified amount of water. Water utilities
typically spend about 15% to 50% oftheir annual capital
outlays"in efforts to comply with SDWA guidelines.
These companies mlist,als'o stay in compliance with the
Clean Water Act, and numerous state and local laws. At .

, present, the EPA is considering lowering the, allowable'
level of arsenic in drinking water from 50 parts per
billion (ppb)to 5 ppb. This measure would be controver-

. sial because it would, be'lower than the standard of the
, World Health Organization (10 ppb) and would poten-,'
tially cost domestic water companies billions of dollars.

, ' , ,

Investment Advice -, -
Most of the water utility stocks that are covered in this

, review are, not timely for the coming six to 12 months.
'Nonetheless, favorable SafetY-ranks among' the group'
fnake some. of these 'issues appeali,ng for risk-averse.

, investors seeking ~ecent divid~nd yields. ' , ,," '
" ._,' ,. ,- :':' Joseph Espaillat.' '

.':' -'. ."..
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'", Thee~entsof September11thha.~ea1~~redmany" ,INDUSTRY TIM:ELINESS: 85 (of 97) "Ipriorities in the Water Utility Industry. '.
, :, Long-term trends in the industry indicate'that tors, since they have a limited base of customers over

'the" cost'of ' maintaining' and llpgrad~g ",Which to spread these costs. Stnalland mid-sized utili- ,

, jv~ter/w~stewater systems ~l nse. TIi'eindusti-y' iies'gene:r:ally welcome takeover offers from larger ac-
iisconsolidating, with larger companies acqUirfug : quirers'hecause of theii-superior capital reso,ii,rces.The

smaller operator!3 to 'achieve economies of scale. ..' acquiring utility attempts to' achieve ecimomies'ofscale ' .

/Water Utility st~,cks are ~~ed to underperform through the transactions. Also" it gains greater 'geo-~,,"
the year-ahead market, though, some of these is~ giaphic diyersity,and that can reduce its susceptibility'

'sues offer conservative investors appealing risk- to unfavorable weather patterns and potentially burden-
adjusted, total-return potential. ' some local regulators." ~, ""

. I., ;', ,.. , " , , ,. -', -" " ':.:,. " "

, 'Security Issues.: . ..~d" ,~':'.:!",-:'I.> ~'.. ,"" ':'.Large-scale' foreign acquirers', have been'very. inter-<: '
.- Inr~sPQnse ~othe ~v~nt~,ofSept~1p.b~r:Uth, the,'need ,;,es,t~din purchasing domestic water utilities over the"
, to'securewatersyst.eIris against terrorism has becorne ~:Tp~st I~'VVyears, and theJatest evidence is the gerierous;~'"
,"top, priority' for reglilators and water utilities, alike, 'takeover offer RWE AG made for American Water Works, :

,pushing,many other legislative issues to the side. The 'the nation's largest public water company. RWE, a
,'FBI has stated tha,bvater companies should be on alert Germany-based firm, stands to gain cost synergies in the

, ~cirpotentiar thre~tsin tli~ mOIj.thsahead. ;Many water deal, along'with geographic diversity in apolitically,
'companies' are ~alre8.dyheedingthis v{arning, and inc-gr: ,stable country. Foreigp utilities, have been fascinated
,riPg additional, costs,in."the p'roces!3that'may)imit, with the risk-adjusted earnings potential ofU.S: water
Jlear-term bottom-line growth: Also; themdustry a!1d' 'companies"and theya,re likely to continuing their buy-,
"Tegulators ;'are working together to provide approxi- ing spree over the next few years. As such, the number of

'roately,$5" billion in federal funds for immediate infra.; investor-owned water providers with!large territories is:
; ..structUre improvement's' ai) part of ~he'i:>enain.g,e~o~o~c ~,)teadilydwmdling,: This' ~eveloprii~ritmV:E?s'adSlitioD,al ',.1
;,'stimul1,ls ~gisl~tion.~,~; : <','0,' " ,hope to those U.S, water utilities and 'investors looking ,., :

~r;~dust~:~~;~~~~~~io~r:>.. ; '.. '. ~;~:.:j":~' '" ,<,'r fo~~ ~u~-~tan~~,~UYOut,~,~~rs,'1>." '''','" -::; "-:"~;:~;'"
: ':':IrifrastfuCture:costsin tp~ Water Utility Iridustiywin ;SDWARegUlations' ,~ '

, .likely ris~.,dJ;'a~atically <oyer tne ne~t20 years. These;' ;'The Safe Drillking Water Act c.(SDWAYA(' 1974
, c(>mpanieshavE!Jo'maip.ta,inand upgrade their syste~' (amended in)996) authorizes theEPA, tP. work with'
,~ontinuallY,in,8rder'to remain in compliaj:lce with in~, state and local 'governrnents to test for five potential

I~~asingly stringent rules issued by the Environmental, iIl1Purities in'drinking water eyery five years. The EPA : .
,Protection Agency,(EPA) and local 'regulators. Many of " , mandates what levels of a certain contaminant is'acceph '.~: '

the facilities, and;pipes 'that' now treat and, transport,' able per a specified amoullt of water/,Water ,~tiliti~~',,:~1j
drinkiilg:waterwete built about a 'century ago. The costs usually spend Ii significant portion of their annual",'
ofreplaciriglhose'systemS'are sigmficantlfhigli~r,tA~se" capital' budgets9ri 'efforts 'to stay in compliance, witli' , ,', ,
days;, even adjus~ing for 'inflation; Adding to the' cost is ;,--,;;SDWAguidelines. These cOIl1paniesmust also ~omply '::
the f!!CtthatIiearby, bodief1'ofwat~! tend to get depleted',' with the Clean Water Act, and numerous state and local,' ,

, and exPensive to use; sornQr~:'distant'sources'ofwater:']aws::' ,,' ., . ,;:", "; ,'c;'
"inustbebroughtintokeepup\vithmereasingdemanl >~::.~''C<' "', :' ,'"". .

'-forjjurified water, Watedsdifficult,and 'costly to ,trans- Investment Advice, ", . ':', " ,

; pow, sin~ejtis;he~yY: and incompi-esS1ble~:A1l~Hiiall;.:;; ,The W#er UtilitY stoclis in this reView~ar'enot t~mely':-
industry:'sources estimate that over $140 billipn willbe,JoI' investment over the nextsix to12 months: Nonethe- A;
needed to upgrade the nation's water-wstribution sys~",:less,a;few of these issues possess favorableSa,fetYraiiks 'i;'
tern overthe next 20years;': ,," "~Or'"''-~:'>andsolid dividend-growth prospects that may appeal to' ,
;"">-'::" ;".", ,', ,"',\ ,J'" .' ,,:'," ,:;;. ~onservative investors. ' '.. d

,e},Th'E(costsofstaYfilg Inco'inpliancewith drinking,water ,"" ", " '" '.,,: ,:" .. """', JosephEspaillat "

layv(arl:i.~spe~ially~oner<?u$ foz::smaller regioIlalOIJerfl-.:~:;'.j,,:' ,:~, " , .. ,: .., '-;;,- ~<~;., ",,:

t
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'iCompositeSktisties:'Water Utili~Industry Water'Vtility .;.,
',RELATlvE'STRE,NGTF-f(Ratio dflndu,stry to Volue l,in.~ Comp.)

::?OO, . <.'. '. " . .
1997 19981999,<2000'-2001, :2002 ,,',,;;; ,-,,,,:',:, 04-061[<,

1439.5 1503:118911.0' 2054.9"'2210 2315 Revtlnues($milij ". 28951
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57.3%; :58'0% 56,~ ,~90/0 54,5J' ,54.,0% Long-T~DebtRa~O:i ,53.g~ hi",
40.0%'39.7% 41.9%'44.~.!;' 44.5%',A5.0% CommonEquityRatio:', 46.JJ%

I
1
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, '5969,21's544:~7.o39f 7545.4.n75 ' ,8425 NetPlant($mlll)!.T'>, :,',,,,9935
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10.9%''10,504:"9:8% 9.90/." 'kS% 1'fO%)ieiurn~~ComEquitY' ";jj:5% ')j'
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to achieve economiesof scale. Also, a bigger company
gains greater geographic diversity that can reduce its
susceptibilitY to unfavorable weather patterns and po-
tentially burdensome local regulators. For example, the
regulatory climate in California has been extra costly for
utilities in the past couple of years, so companies, such'
as California Water, have been actively looking for
acquisition targets outside of the state. On a positive
note, the passage of a new law in California will allow
water utilities to charge higher rates to customers (sub-
ject to refund) if regulators do not render decisions on,
rate cases within established processing periods. This
ought tQ improve revenues for three out of four compa-
nies in this review. '

Water Utility' ,',

" RELATIVESTRENGTH(R~o of Industry to Value Une Comp:)
" - 500' " ,

.. ,- .,

400

Infrastructure costs in the Water Utility Indus-
try will rise considerably over the coming 20
years. Consequently, larger companies are buying
smaller ones in an attempt to achieve e~onomies
of scale. ' ,

Water utility stocks are ranked to perform in the
middle of the pack over the coming 12 months.
Nonetheless, conservative investors can find
above-average Safety ranks and' attractive divi-
dends in the group.

Industry Consolidation .

, Infrastructure costs in the water utility industry will
likely soar over the next two decades. 'These companies,
must constantly ,repair and upgrade' their existing
water/wastewater systems in order, to comply with in-
'creasingly strict rules issued' by the Environmental
Protection Agency (EPA) and local regulators. Many of Recent Challenges
the facilities and pipes that transport water were con- 'The events of September 11, 2001 have introduced a
structed over 100 years ago. The costs of replacing these whole new set of challenges for the industry. Companies
systems is considerably higher now than it was in the have been spending a lot of time, energy, and money on

. past, evenadjusting forinflation.Too,the ongoingdeple- making sure that their water systems are reasonably
tion of nearby sources of water forces many water secure from potential terrorist attacks. Utilities have
utilities to obtain water from more-distant, more- turned to local and federal regulators for reimbursement.
expensive sources. Water is difficult and costly to trans~ and additional funding, but the amount and timing of
port because, it is heavy and incompressible. Nonethe- future funds is uncertain. Also, insurance costs have
less, utilities must continue to keep pace with rising' soared in the past year, as insurers are now more
demand for drinking water from growing residential and reluctant to cover companies, like water utilities, that
industrial customers. Recent estimates are that it will can potentially have catastrophic losses. ..

, cost hundreds of billions of dollars to replace and up- " .
grade failing ,water ~frastructures over the next 20 SDWA Regulations
years. This ainountsto more than the entire current The Safe Drinking Water Act (SDWA) of 1974
assets of the water industry in America. Much of these (amended in 1996) authorizes the EPA to work with
costs will likely be financed by federal ,spending and state and local governments to test for potential impu~

. higher water rates" Nevertheless, water utilities are rities in drinking .water. The EPA mandates what par-
going to- have to ante up much higher capital invest- ticular level of a certain contaminant is acceptable per a

.. ments over the coming years.' " specifi~d amount of water. Water utilities routinely,
,The costs of staying in compliance with drinking water spend large portions of their annual capital expendi-'
laws are especially onerous for smaller regional compa- tures' on efforts to remain in compliance with SDWA
nies because they have fewer customers over whicht(),: ~delines. These companies must also comply with the :
spread their costs. Small and mid-sized water utilities ,1972 Clean Water Act, and numerous other state and:

.. tend to' 'welcome takeover offers from larger, better- local laws, another costly endeavor. "

capitalized companies so that they-can utilize the bigger". "'" ' ' . ' '
firm',s superiorresov.rces'. For instanc!:!, the EPA's new' Decent GroUnds For"Conservative Investors

:rules on the allowable levels of arsenic in drinking water.. .- The water-utility stocks iIi this review are unlikely to
(10 parts per billion by January, 2006) is compelling :outperform the year-ahead market. Nonetheless, they

. some smaller utilities to merge with larger ones in'an offer above-average 'Safety ranks, attractive dividend
" effort to z:emain in com,.pliancewith the new standards. yields, and decent risk-adjusted total-return potential. .

. By purchasing these'st?al~er. entities, lai'ge.utilities"seek ". "'. ': . , , .,. .' . Joseph E.spciillat"
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October 31, 2003 WATER UTILITY INDUSTRY 1420
The Water Utility Industry’s consolidation con-

tinues to gain momentum, as industry leaders look
for opportunities to buy out smaller companies
that are struggling to keep up with escalating
infrastructure costs and heightened regulatory
requirements.

Water Utility stocks are unlikely to outperform
the broad market for the year ahead. With that
said, however, some of these issues offer conserva-
tive investors attractive risk-adjusted, total-
return potential.

Government Regulations

In order to keep water supplies safe, national purifi-
cation standards have been established that the water
industry is required to meet. Amended in 1996, the Safe
Drinking Water Act (SDWA) of 1974 authorizes the
Environmental Protection Agency (EPA) to work with
state and local governments to periodically test for
impurities in drinking water and regulate the levels of
contaminants that are acceptable per a specified amount
of water. These standards take into account the health
effects of chemicals, measurement capabilities, and tech-
nical feasibility. One of the most significant contami-
nants that the industry screens for is arsenic, a natu-
rally occurring substance. However, the EPA is in the
process of lowering the tolerated amount of arsenic to 10
parts per billion from 20 parts currently. The change is
expected to be in effect by January, 2006. Large chunks
of water utilities’ annual capital budgets are already
spent on infrastructure maintenance and improvements
in order to stay in compliance with the SDWA, the Clean
Water Act, and numerous state and local laws. This
percentage is likely to climb even higher, as fears of
terrorism have prompted officials to further tighten
regulation requirements.

Rising Infrastructure Costs

Along with the necessity to remain in compliance with
increasingly strict water purity standards, water com-
panies are also being pressured to continually upgrade
aging facilities. Many of the water/wastewater systems
that are presently in use were built over 100 years ago
and are growing outdated. The costs associated with
replacing these systems are dramatically higher now
than when they initially were put in place. The EPA and
other industry sources indicate that hundreds of billions

of dollars over the next 20 years will be needed to repair
the nation’s entire water system. The Water Infrastruc-
ture Network believes that there will be a $12 billion
annual shortfall for wastewater infrastructure over that
period, and long-term help from the federal government
is needed to solve the problem. Water companies will
most likely foot the majority of the bill, though, as
budget deficits at state and local levels will limit funds
dedicated to the industry.

Industry Consolidation

With the costs of meeting safe drinking water guide-
lines on the rise, many smaller companies lack the funds
to commit to long-term structural improvements. As
such, these smaller water companies have been increas-
ingly willing to accept takeover offers from larger suitors
with significantly greater capital resources. The larger
utilities benefit from economies of scale, which enables
them to reduce overhead. In addition, the acquisitions
usually enhance geographic diversity, reducing a compa-
ny’s vulnerability to weather fluctuations. Then, too, a
multistate territory helps to alleviate a company’s expo-
sure to especially onerous regulatory atmospheres.
Large foreign utilities have been particularly active in
recent years, swallowing up domestic water companies
in an effort to gain exposure to the United States’ steady
population growth.

Investment Advice

None of the stocks under review are timely at this
juncture, as poor weather conditions have resulted in
inconsistent earnings patterns. Although Philadelphia
Suburban, California Water Services Group, and Ameri-
can States Water all have below-average total-return
potential out to 2006-2008, income-oriented investors
might may find one of these stocks attractive, given their
favorable risk profile. Income-bearing stocks have
gained some additional popularity of late, because of the
recent federal tax bill that reduced the top rate investors
pay on dividend income to 15%. As usual, though, we
recommend that potential investors careful review indi-
vidual reports before making any new commitments.

Andre J. Costanza

Composite Statistics: Water Utility Industry

1999 2000 2001 2002 2003 2004 06-08
637.2 704.3 751.8 794.4 845 950 Revenues ($mill) 1185

72.4 90.9 95.4 106.6 105 130 Net Profit ($mill) 190
40.0% 41.2% 40.2% 38.8% 39.0% 39.5% Income Tax Rate 40.0%

- - - - - - - - Nil .5% AFUDC % to Net Profit .5%
51.1% 50.3% 52.4% 53.9% 53.0% 51.5% Long-Term Debt Ratio 51.0%
48.3% 49.3% 47.2% 45.9% 46.5% 48.5% Common Equity Ratio 49.0%
1444.7 1661.0 1840.7 1973.6 2250 2425 Total Capital ($mill) 3050
2100.3 2342.5 2532.3 2751.1 3025 3225 Net Plant ($mill) 3950

7.4% 7.0% 6.8% 7.0% 6.5% 7.0% Return on Total Cap’l 7.5%
11.5% 10.7% 10.6% 11.2% 10.0% 10.5% Return on Shr. Equity 12.0%
11.5% 10.8% 10.7% 11.2% 10.0% 11.0% Return on Com Equity 12.0%

3.8% 3.6% 3.3% 3.9% 3.0% 4.0% Retained to Com Eq 5.5%
68% 67% 69% 66% 75% 65% All Div’ds to Net Prof 54%
19.5 18.6 22.6 21.5 Avg Ann’l P/E Ratio 13.5
1.11 1.21 1.16 1.17 Relative P/E Ratio .90

3.5% 3.6% 3.1% 3.1% Avg Ann’l Div’d Yield 3.0%
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October 29, 2004 WATER UTILITY INDUSTRY 1420
The Water Utility industry continues to rank

near the bottom of the Value Line investment
universe. Infrastructure costs will limit earnings
for at least the near future, as the high expenses
associated with maintaining and improving the
country’s water-distribution systems continue to
rise.

However, it appears that relief is on the way for
some companies. Favorable regulatory rate case
rulings have been handed down across the coun-
try and look as though they might become the
norm.

Meanwhile, consolidation remains the name of
the game. Although many of the industry’s smaller
players lack the capital requirements to meet
growing government regulations, larger compa-
nies are using the consolidation as way to boost
profitability via growing its customer base.

Infrastructure Costs

Infrastructure costs continue to climb higher as water
utility companies, with little help from strapped govern-
ment branches, are forced to deal with maintaining and
upgrading existing facilities. Costs are becoming an even
greater concern as time passes because a number of the
functioning systems currently in place are over 100
years old and in need of significant repair. That said, we
believe that it will take hundreds of billions of dollars to
renovate existing pipelines over the next few decades. To
make matters worse, the costs of staying in compliance
with regulatory laws are growing even more difficult,
due to fears of terrorist activities against the country’s
drinking supplies. Although the Safe Drinking Water Act
(SDWA) of 1974 remains the authority for the safety and
purity of drinking water, recent amendments are mak-
ing compliance even more demanding. In 1996, an
amendment authorized the Environmental Protection
Agency (EPA) to step up local compliance levels. And,
governing law-makers now insist that the EPA work
with local and state governments to test for impurities in
drinking water and to regulate the levels of contami-
nants that are acceptable.

A Buying Opportunity

The growing regulations and costs associated with
staying in compliance with government standards re-

lated to the quality and purification of drinking water is
forcing many of the smaller water companies to look to
larger suitors. Bigger companies with the market scale
to withstand the current onslaught of costs are clearly
taking advantage of this situation. Indeed, these firms
are growing their businesses at relatively low costs as
well as diversifying their operations into less regulated
and more-rapidly developing areas of the U.S. Aqua
America is a perfect example, making nearly 20 acqui-
sitions since the close of last year. Aqua recently pur-
chased a number of Pennsylvania-based companies in
order to help drive top-line growth. We anticipate that
the current consolidation theme will persist, as we
expect restructuring costs to continue to rise.

Regulatory Assistance

Although water utility company’s have been forced to
deal with lethargic case rulings in the past couple of
years, some governing bodies are picking up the pace. In
California, for example, the California Public Utilities
Commission (CPUC) has handed down a number of
favorable rate-relief rulings in recent months, and more
are expected. With the California electric crisis seem-
ingly in the rearview mirror, the current administration
seems intent on delivering more timely assessments.
American States Water Company and California Water
Service Group have both seen profits benefit from recent
case rulings over the past quarter.

Investment Advice

Most investors will want to take a pass on the stocks
covered in the next few pages, as they offer uninspiring
returns out to decade’s end. In addition, not one of the
stocks in this edition is ranked to outperform the market
in the next six to 12 months. Nonetheless, income-
oriented investors may like the industry’s solid dividend
yields. California Water may have some added appeal for
the risk-averse, given its above average Safety rank.
Still, we advise that potential investors carefully review
the individual reports in the ensuing pages before mak-
ing a commitment to any of the stocks mentioned above.

Andre J. Costanza

Composite Statistics: Water Utility Industry

2000 2001 2002 2003 2004 2005 07-09
704.3 751.8 794.4 857.0 990 1075 Revenues ($mill) 1345

90.9 95.4 106.6 98.6 130 150 Net Profit ($mill) 205
41.2% 40.2% 38.8% 40.0% 40.0% 40.0% Income Tax Rate 40.0%

- - - - - - - Nil Nil AFUDC % to Net Profit Nil
50.3% 52.4% 53.9% 51.2% 51.0% 51.0% Long-Term Debt Ratio 50.0%
49.3% 47.2% 45.9% 48.6% 49.0% 49.0% Common Equity Ratio 50.0%
1661.0 1840.7 1973.6 2296.4 2615 2870 Total Capital ($mill) 3550
2342.5 2532.2 2751.1 3186.1 3400 3605 Net Plant ($mill) 4150

7.0% 6.8% 7.0% 5.9% 6.5% 7.0% Return on Total Cap’l 7.0%
10.7% 10.6% 11.2% 8.8% 9.5% 9.5% Return on Shr. Equity 10.0%
10.8% 10.7% 11.2% 8.8% 9.5% 9.5% Return on Com Equity 10.0%

3.6% 3.3% 3.8% 2.5% 3.5% 4.0% Retained to Com Eq 4.5%
67% 69% 66% 72% 62% 58% All Div’ds to Net Prof 52%
18.6 22.6 21.5 26.0 Avg Ann’l P/E Ratio 18.0
1.21 1.16 1.17 1.49 Relative P/E Ratio 1.20

3.6% 3.1% 3.1% 2.8% Avg Ann’l Div’d Yield 3.5%
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October 28, 2005 WATER UTILITY INDUSTRY 1419
After showing some brief signs of a turnaround

last year, the Water Utility Industry appears to
have reverted back to its old ways. Feeling the
effects of uncooperating weather conditions and
high infrastructure costs, the stocks in this indus-
try have had trouble meeting earnings expecta-
tions and, as a result, have sorely underperformed
the broader market in recent months. In fact, none
of the water utility stocks that are covered in the
next few pages are ranked better than 3 (Average)
for Timeliness, based on our momentum based
ranking system. As a whole, the industry ranks
near the bottom of the Value Line investment
universe.

And the future does not look much brighter.
Although a more favorable regulatory landscape
and normalized weather conditions ought to pro-
vide a better landscape, we are concerned that
rapidly growing infrastructure costs will continue
to undermine this group’s earnings out to late
decade.

Easing Tensions

Although designed to keep a balance of power between
consumers and providers, regulatory authorities, have
long been a thorn in the side of water utility companies.
Rate relief case decisions had often been unfavorable
and untimely, with some rulings being pushed off for as
long as two years. But, it finally looks as though things
are taking a turn for the better, especially in the state of
California. The California Public Utilities Commission
(CPUC), which is responsible for ruling on general rate
case requests in the Golden State, has been handing
down more-favorable and timely decisions in recent
months, thanks, in part, to the efforts of Governor
Schwarzenegger. He has replaced members thought to
be antagonists of rate relief with more-business-friendly
members, and additional moves may be in the works.
The recent changes makes for a favorable backdrop for
water utility companies operating in California, such as
American States Water Co. and California Water Service
Group.

Costs

But, while regulators are easing their stance on rate
case decisions, this does not look to be the case for
infrastructure demands. Many of the current infrastruc-

tures are upwards of 100 years old and are in severe
need of maintenance and, in some cases, massive reno-
vations and rebuilding. And, given the geopolitical vola-
tility worldwide and the heightened threat of bioterror-
ism on U.S. water pipelines and reservoirs, these costs
are likely to continue to only rise, as companies strive to
comply with EPA water purification standards. Infra-
structure repair costs are expected to climb in the
hundreds of millions of dollars over the next two de-
cades, putting many smaller water companies at a
distinct disadvantage. With a dearth of resources to fund
these improvements, many such companies are being
forced to sell. But, given the current landscape, larger
companies with the flexibility and capital to deal with
the higher costs are utilizing the weakness to add
additional legs of growth to their businesses. Aqua
America, the largest water utility in our survey, for
example, has made more than 90 acquisitions in the past
five years, doubling its revenue base during that time.
The company does not seem to be slowing its aggressive
spending ways and has the highest return on equity of
any of the stocks that we cover here.

Investment Advice

Most investors will probably want to take a pass on
the stocks in this industry. Typically market laggards,
not one of the issues covered in the next few pages
stands out for near-term or long-term capital gains
potential. The limited financial resources of most of
these companies, along with the capital-intensive nature
of the industry, will probably limit any substantial
growth out to late decade.

Those seeking to add an income component to their
portfolio may find an attractive option here, though.
Each of the stocks in this industry carries an above-
average dividend yield, with American States Water and
California Water offering the highest percentages. Cali-
fornia Water offers some additional appeal, as it has a 2
(Above Average) Safety rank. As is always the case, we
recommend that all potential investors take a more in
depth look at the individual reports on the following
pages before considering making any future financial
commitments.

Andre J. Costanza

Composite Statistics: Water Utility Industry

2001 2002 2003 2004 2005 2006 08-10
751.8 794.4 857.0 985.6 1250 1350 Revenues ($mill) 1725

95.4 106.6 98.6 122.4 155 170 Net Profit ($mill) 235
40.2% 38.8% 40.0% 39.4% 39.5% 39.5% Income Tax Rate 39.5%

- - - - - - - - Nil Nil AFUDC % to Net Profit Nil
52.4% 53.9% 51.2% 50.0% 52.0% 51.0% Long-Term Debt Ratio 48.0%
47.2% 45.9% 48.6% 50.0% 48.0% 49.0% Common Equity Ratio 52.0%
1840.7 1973.6 2296.4 2543.6 3000 3400 Total Capital ($mill) 4100
2532.2 2751.1 3186.1 3532.5 4050 4250 Net Plant ($mill) 5000

6.8% 7.0% 5.9% 6.7% 7.0% 7.5% Return on Total Cap’l 7.0%
10.6% 11.2% 8.8% 10.7% 11.0% 11.0% Return on Shr. Equity 11.5%
10.7% 11.2% 8.8% 10.7% 11.0% 11.0% Return on Com Equity 11.5%

3.3% 3.8% 2.5% 4.6% 5.0% 5.0% Retained to Com Eq 3.0%
69% 66% 72% 57% 60% 55% All Div’ds to Net Prof 45%
22.6 21.5 26.0 25.5 Avg Ann’l P/E Ratio 18.0
1.16 1.17 1.48 1.36 Relative P/E Ratio 1.20

3.1% 3.1% 2.8% 2.2% Avg Ann’l Div’d Yield 3.4%
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3 Months

Recent Ago
(12/29/05) (9/29/05)

Year

Ago
(12/29/04)

PAGE 1351

3 Months Year
Recent Ago Ago

(12/29/05) (9/29/05) (12/29/04)

Mortgage-Backed Securities
GNMA 6.5%

FHLMC 6.5% (Gold)
FNMA 6.5%
FNMA ARM

Corporate Bonds
Financial (10-year) A
Industrial (25/30-year) A
Utility (25/30-year) A
Utility (25/30-year) Baa/BBB
Foreign Bonds (10-Year)
Canada

Germany
Japan
United Kingdom
Preferred Stocks
Utility A
Financial A

Financial Adjustable A

TAX!EXEMPT
Bond Buyer Indexes
20-Bond Index (GOs) 4.38
25-Bond Index (Revs) 5.11
General Obligation Bonds(Gas)
1-year Aaa 3.20
1-year A 3.32
5-year Aaa 3.38
5-year A 3.66
10-year Aaa 3.76
10-year A 4.08
25/30-year AaG! 4.39
25/30-year A 4.66
Revenue Bonds (Revs) (25/30- Year)
Education AA 4.53
Electric AA 4.55

Housing AA 4.76
Hospital AA 4.89
Toll Road Aaa 4.59

Federal Reserve Data

5.36
5.83
5.75
4.25

5.31
5.51
5.53
5.91

3.96
3.33
1.51
4.12

7.10
6.21
5.48

Excess Reserves
Borrowed Reserves
Net Free/Borrowed Reserves

12/21/05
1746
259

1487

Treasury Security Yield Curve
6.00%

5.00%

4.00%

3.00%

2.00%
- Current

- Year-Ago
1.00%

10 30361235
Mos. Years

BANK RESERVES

(Two-Week Period: in Millions, Not Seasonally Ac!Justed)
Recent Levels

1217/05
1634

95
1539

M1 (Currency+demand deposits)
M2 (M1 +savings+small time deposits)
M3 (M2+large time deposits)

12/19/05
1365.0
6691.3

10183.7

Change
112
164
-52

Average LevelsOver the Last...
12 Wks. 26 Wks. 52 Wks.
1892 1800 1748

229 293 193
1663 1507 1554

Change
5.8

20.1
35.7

Growth Rates Over the Last...
3 Mos. 6 Mos. 12 Mos.

2.0% -2.1% -0.5%
5.7% 5.3% 3.9%
8.7% 9.3% 7.9%

MONEY SUPPLY
(One-Week Period: in Billions, Seasonally Ac!Justed)

Recent Levels

12/12/05
1359.2
6671.2

10148.0
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TAXABLE
Market Rates
Discount Rate 5.25 4.75 3.25

Fed Funds (Target) 4.25 3.75 2.25
Prime Rate 7.25 6.75 5.25

30-day CP (A1/P1) 4.27 3.76 2.30
3-month LlBOR 4.53 4.05 2.56
Bank CDs

6-month 2.86 2.21 1.65

1-year 3.39 2.66 1.96

5-year 3.97 3.45 3.45
U .S. Treasury Securities
3-month 3.99 3.53 2.22
6-month 4.32 3.88 2.59
1-year 4.34 3.95 2.77
5-year 432 4.15 3.69

10-year 4.35 4.30 4.32
10-year (inflation-protected) 2.07 175 1.68

30-year 4.51 4.55 4.94
30-year Zero 4.46 4.54 5.05

5.20 4.49
5.57 4.28
5.20 4.25
3.85 3.00

5.15 5.24
5.46 5.59
5.45 5.57
5.79 6.03

3.97 4.40
3.16 3.71
1.49 1.43
4.27 4.58

7.06 6.76
6.17 5.97
5.48 N/A

4.39 4.44
5.04 5.00

2.84 2.05
2.96 2.17
3.21 2.72
3.49 2.95
3.71 3.57
4.06 3.87
4.42 4.67
4.67 4.88

4.49 4.80
4.60 478
4.63 5.05
4.63 5.10
4.60 4.93
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ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 1, PAGE 1 OF 2
TEST YEAR ENDED DECEMBER 10, 2004
COST OF CAPITAL SUMMARY

(A) (B) (C) (D) (E) (F)
RUCO

LINE CAPITALIZATION RUCO ADJUSTED CAPITAL WEIGHTED
NO.  DESCRIPTION  PER COMPANY ADJUSTMENTS CAPITALIZATION RATIO COST COST

1 DEBT 198,791,428$     -$                     198,791,428$     63.30% 5.42% 3.43%

2 PREFERRED STOCK -                        -                      -                        0.00% 0.00% 0.00%

3 COMMON EQUITY 115,410,356      -                      115,410,356      36.70% 10.00% 3.67%

4 TOTAL CAPITALIZATION 314,201,784$     -$                     314,201,784$     100.00%

5 WEIGHTED COST OF CAPITAL 7.10%

REFERENCES:
COLUMN (A):  COMPANY SCHEDULE D-1
COLUMN (B):  TESTIMONY, WAR
COLUMN (C):  COLUMN (A) + COLUMN (B)
COLUMN (D):  COLUMN (C) ÷ COLUMN (C), LINE 4
COLUMN (E):  LINE 1 - SCHEDULE WAR-1, PAGE 2;  LINE 3 - TESTIMONY, WAR

WEIGHTED COST OF CAPITAL



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 1, PAGE 2 OF 2
TEST YEAR ENDED DECEMBER 10, 2004
COST OF CAPITAL SUMMARY

(A) (B) (C) (D) (E) (F) (G) (H)
END OF TEST YEAR WEIGHTED

LINE ISSUANCE MATURITY TEST YEAR ANNUAL INTEREST BALANCE COST OF
NO. DESCRIPTION DATE DATE BALANCE INTEREST RATE RATIOS DEBT

1  LONG-TERM SENIOR NOTES 1-Dec-99 15-Aug-08 4,500,000$       320,490$        7.120% 2.26% 0.161%
2 LONG-TERM PROMISSORY NOTES 30-Sep-04 30-Sep-14 25,000,000      1,230,000      4.920% 12.58% 0.619%
3 LONG-TERM PROMISSORY NOTES 6-Nov-01 6-Nov-06 3,500,000        199,850         5.710% 1.76% 0.100%
4 LONG-TERM PROMISSORY NOTES 14-Jan-02 5-Nov-06 154,948,119    8,847,538      5.710% 77.95% 4.451%
5 LONG-TERM NOTE - MARICOPA COUNTY 1-Sep-97 1-Sep-28 10,635,000      163,779         1.540% 5.35% 0.082%
6 PILR - MONTEREY 1-Sep-93 1-Sep-12 64,599             4,044             6.260% 0.03% 0.002%
7 PILR - MONTEREY/LINCOLN 30-Dec-93 1-Aug-13 60,873             4,371             7.180% 0.03% 0.002%
8 PILR - ROSALEE 26-Jun-95 1-Aug-25 49,463             3,551             7.180% 0.02% 0.001%
9 PILR - TO DEVELOPMENT 26-Jul-95 1-Aug-15 33,374             1,922             5.760% 0.02% 0.001%

10
11 TOTALS 198,791,428$   10,775,545$   100.00%
12
13 WEIGHTED COST OF DEBT 5.42%

REFERENCES:
COLUMN (A):  COMPANY SCHEDULE D-1
COLUMN (B):  ACC STAFF DATA REQUEST 3-3
COLUMN (C):  ACC STAFF DATA REQUEST 3-3
COLUMN (D):  COMPANY SCHEDULE D-1
COLUMN (E):  COMPANY SCHEDULE D-1
COLUMN (F):  COLUMN (E) ÷ COLUMN (D)
COLUMN (G):  LINES 1 THRU 9 ÷ LINE 11
COLUMN (H):  COLUMN (F) x COLUMN (G)

WEIGHTED COST OF DEBT



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405  
PARADISE VALLEY DISTRICT SCHEDULE WAR - 2
TEST YEAR ENDED DECEMBER 10, 2004
DCF COST OF EQUITY CAPITAL

(A) (B) (C)
LINE STOCK DIVIDEND GROWTH DCF COST OF
NO. SYMBOL COMPANY YIELD + RATE (g) = EQUITY CAPITAL

1 AWR AMERICAN STATES WATER CO. 2.87% + 7.72% = 10.60%

2 CWT CALIFORNIA WATER SERVICE GROUP 3.14% + 6.54% = 9.68%

3 SWWC SOUTHWEST WATER COMPANY 1.44% + 7.09% = 8.53%

4 WTR AQUA AMERICA, INC. 1.75% + 7.45% = 9.20%

5 WATER COMPANY AVERAGE 9.50%

6 CGC CASCADE NATURAL GAS CORPORATION 4.72% + 2.22% = 6.94%

7 KSE KEYSPAN CORP. 5.33% + 3.34% = 8.67%

8 LG LACLEDE GROUP, INC. 4.64% + 3.35% = 7.99%

9 NWN NORTHWEST NATURAL GAS CO. 3.97% + 5.31% = 9.28%

10 PGL PEOPLES ENERGY CORPORATION 5.98% + 3.64% = 9.62%

11 SJI SOUTH JERSEY INDUSTIES, INC. 6.21% + 7.07% = 13.28%

12 SWX SOUTHWEST GAS CORPORATION 3.07% + 6.51% = 9.58%

13 WGL WGL HOLDINGS, INC. 4.37% + 5.09% = 9.46%

16 NATURAL GAS LDC AVERAGE 9.35%

REFERENCES:
COLUMN (A):  SCHEDULE WAR - 3, COLUMN C
COLUMN (B):  SCHEDULE WAR - 4, PAGE 1, COLUMN C
COLUMN (C):  COLUMN (A) + COLUMN (B)



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 3
TEST YEAR ENDED DECEMBER 10, 2004
DIVIDEND YIELD CALCULATION

(A) (B) (C)
ESTIMATED AVERAGE

LINE STOCK DIVIDEND STOCK PRICE DIVIDEND
NO. SYMBOL COMPANY (PER SHARE) ÷ (PER SHARE) = YIELD

1 AWR AMERICAN STATES WATER CO. $0.90 ÷ $31.33 = 2.87%

2 CWT CALIFORNIA WATER SERVICE GROUP 1.14 ÷ 36.29 = 3.14%

3 SWWC SOUTHWEST WATER COMPANY 0.20 ÷ 13.87 = 1.44%

4 WTR AQUA AMERICA, INC. 0.57 ÷ 32.68 = 1.75%

5 WATER COMPANY AVERAGE 2.30%

6 CGC CASCADE NATURAL GAS CORPORATION $0.96 ÷ $20.34 = 4.72%

7 KSE KEYSPAN CORP. 1.82 ÷ 34.16 = 5.33%

8 LG LACLEDE GROUP, INC. 1.38 ÷ 29.74 = 4.64%

9 NWN NORTHWEST NATURAL GAS CO. 1.38 ÷ 34.73 = 3.97%

10 PGL PEOPLES ENERGY CORPORATION 2.18 ÷ 36.48 = 5.98%

11 SJI SOUTH JERSEY INDUSTIES, INC. 1.75 ÷ 28.20 = 6.21%

12 SWX SOUTHWEST GAS CORPORATION 0.82 ÷ 26.75 = 3.07%

13 WGL WGL HOLDINGS, INC. 1.33 ÷ 30.49 = 4.37%

16 NATURAL GAS LDC AVERAGE 4.79%

REFERENCES:
COLUMN (A):  ESTIMATED 12 MONTH DIVIDEND REPORTED IN VALUE LINE INVESTMENT

  SURVEY - RATINGS & REPORTS DATED 10/28/2005 (WATER COMPANIES) AND 12/16/2005 (NATURAL GAS LDC's).
COLUMN (B):  EIGHT WEEK AVERAGE OF CLOSING PRICES FROM 10/24/2005 TO 12/16/2005

  STOCK QUOTES OBTAINED THROUGH BIG CHARTS WEB SITE -   HISTORICAL QUOTES (www.bigcharts.com).
COLUMN (C):  COLUMN (A) ÷ COLUMN (B) 



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 4
TEST YEAR ENDED DECEMBER 10, 2004 PAGE 1 OF 2
DIVIDEND GROWTH RATE CALCULATION

(A) (B) (C)
INTERNAL EXTERNAL DIVIDEND

LINE STOCK GROWTH GROWTH GROWTH
NO. SYMBOL COMPANY ( br ) + (sv) = (g)

1 AWR AMERICAN STATES WATER CO. 6.00% + 1.72% = 7.72%

2 CWT CALIFORNIA WATER SERVICE GROUP 4.00% + 2.54% = 6.54%

3 SWWC SOUTHWEST WATER COMPANY 6.00% + 1.09% = 7.09%

4 WTR AQUA AMERICA, INC. 6.00% + 1.45% = 7.45%

5 WATER COMPANY AVERAGE 7.20%

6 CGC CASCADE NATURAL GAS CORPORATION 1.75% + 0.47% = 2.22%

7 KSE KEYSPAN CORP. 3.00% + 0.34% = 3.34%

8 LG LACLEDE GROUP, INC. 3.00% + 0.35% = 3.35%

9 NWN NORTHWEST NATURAL GAS CO. 5.00% + 0.31% = 5.31%

10 PGL PEOPLES ENERGY CORPORATION 3.00% + 0.64% = 3.64%

11 SJI SOUTH JERSEY INDUSTIES, INC. 6.00% + 1.07% = 7.07%

12 SWX SOUTHWEST GAS CORPORATION 6.00% + 0.51% = 6.51%

13 WGL WGL HOLDINGS, INC. 5.00% + 0.09% = 5.09%

16 NATURAL GAS LDC AVERAGE 4.57%

REFERENCES:
COLUMN (A): TESTIMONY, WAR
COLUMN (B): SCHEDULE WAR - 4, PAGE 2, COLUMN C
COLUMN (C):  COLUMN (A) + COLUMN (B)



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 4
TEST YEAR ENDED DECEMBER 10, 2004 PAGE 2 OF 2
DIVIDEND GROWTH RATE CALCULATION

(A) (B) (C)
EXTERNAL

LINE STOCK SHARE GROWTH
NO. SYMBOL COMPANY GROWTH x { [ ( ( M ÷ B ) + 1 ) ÷ 2 ] - 1 } = ( sv )

1 AWR AMERICAN STATES WATER CO. 3.25% x { [ ( ( 2.06 ) + 1 ) ÷ 2 ] - 1 } = 1.72%

2 CWT CALIFORNIA WATER SERVICE GROUP 4.00% x { [ ( ( 2.27 ) + 1 ) ÷ 2 ] - 1 } = 2.54%

3 SWWC SOUTHWEST WATER COMPANY 2.00% x { [ ( ( 2.09 ) + 1 ) ÷ 2 ] - 1 } = 1.09%

4 WTR AQUA AMERICA, INC. 1.00% x { [ ( ( 3.89 ) + 1 ) ÷ 2 ] - 1 } = 1.45%

5 WATER COMPANY AVERAGE 1.70%

6 CGC CASCADE NATURAL GAS CORPORATION 1.00% x { [ ( ( 1.95 ) + 1 ) ÷ 2 ] - 1 } = 0.47%

7 KSE KEYSPAN CORP. 2.00% x { [ ( ( 1.34 ) + 1 ) ÷ 2 ] - 1 } = 0.34%

8 LG LACLEDE GROUP, INC. 1.00% x { [ ( ( 1.70 ) + 1 ) ÷ 2 ] - 1 } = 0.35%

9 NWN NORTHWEST NATURAL GAS CO. 1.00% x { [ ( ( 1.62 ) + 1 ) ÷ 2 ] - 1 } = 0.31%

10 PGL PEOPLES ENERGY CORPORATION 1.75% x { [ ( ( 1.73 ) + 1 ) ÷ 2 ] - 1 } = 0.64%

11 SJI SOUTH JERSEY INDUSTIES, INC. 2.00% x { [ ( ( 2.07 ) + 1 ) ÷ 2 ] - 1 } = 1.07%

12 SWX SOUTHWEST GAS CORPORATION 3.00% x { [ ( ( 1.34 ) + 1 ) ÷ 2 ] - 1 } = 0.51%

13 WGL WGL HOLDINGS, INC. 0.25% x { [ ( ( 1.71 ) + 1 ) ÷ 2 ] - 1 } = 0.09%

16 NATURAL GAS LDC AVERAGE 0.47%

REFERENCES:
COLUMN (A): TESTIMONY, WAR
COLUMN (B): VALUE LINE INVESTMENT SURVEY 

- RATINGS & REPORTS DATED 10/28/2005 (WATER COMPANIES) AND 12/16/2005 (NATURAL GAS LDC's)
COLUMN (C):  COLUMN (A) x COLUMN (B)



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 5, PAGE 1 OF 3
TEST YEAR ENDED DECEMBER 10, 2004
DIVIDEND GROWTH COMPONENTS

(A) (B) (C) (D) (E) (F)
LINE STOCK OPERATING RETENTION RETURN ON DIVIDEND BOOK VALUE SHARES OUTST. SHARE
NO. SYMBOL WATER COMPANY NAME PERIOD RATIO (b) x BOOK EQUITY (r)  = GROWTH (g) ($/SHARE) (MILLIONS) GROWTH

1 AWR AMERICAN STATES WATER CO. 2000 0.3281 9.30% 3.05% 12.74 15.12
2 2001 0.3556 10.10% 3.59% 13.22 15.12
3 2002 0.3507 9.50% 3.33% 14.05 15.18
4 2003 -0.1282 5.60% -0.72% 13.97 15.21
5 2004 0.1524 6.50% 0.99% 14.98 16.77
6 GROWTH 2000 - 2004 2.05% 4.00% 2.62%
7 2005 0.2500 8.00% 2.00% 17.25 2.86%
8 2006 0.3724 9.00% 3.35% 18.00 3.60%
9 2008-10 0.5429 12.00% 6.51% 3.50% 20.00 3.59%

10
11 CWT CALIFORNIA WATER SERVICE GROUP 2000 0.1603 10.10% 1.62% 12.90 15.15
12 2001 -0.1915 7.20% -1.38% 12.95 15.18
13 2002 0.1040 9.50% 0.99% 13.12 15.18
14 2003 0.0744 7.90% 0.59% 14.44 16.93
15 2004 0.2260 9.00% 2.03% 15.65 18.37
16 GROWTH 2000 - 2004 0.77% 1.00% 4.94%
17 2005 0.1556 8.50% 1.32% 18.75 2.07%
18 2006 0.3235 10.00% 3.24% 19.25 2.37%
19 2008-10 0.4233 11.00% 4.66% 5.00% 23.00 4.60%
20
21 SWWC SOUTHWEST WATER COMPANY 2000 0.6500 11.10% 7.22% 3.61 13.33
22 2001 0.6591 11.40% 7.51% 4.03 13.50
23 2002 0.6098 9.70% 5.91% 4.49 13.66
24 2003 0.6383 9.10% 5.81% 5.14 15.40
25 2004 0.2083 3.60% 0.75% 6.48 19.40
26 GROWTH 2000 - 2004 5.44% 13.00% 9.84%
27 2005 0.4737 6.00% 2.84% 19.50 0.52%
28 2006 0.5600 7.00% 3.92% 20.00 1.53%
29 2008-10 0.6667 9.50% 6.33% 9.00% 21.50 2.08%
30
31 WTR AQUA AMERICA, INC. 2000 0.3871 11.70% 4.53% 5.13 83.87
32 2001 0.4118 12.40% 5.11% 5.53 85.48
33 2002 0.4028 12.70% 5.12% 5.81 84.90
34 2003 0.3947 10.20% 4.03% 7.12 92.59
35 2004 0.4235 10.70% 4.53% 7.85 95.38
36 GROWTH 2000 - 2004 4.66% 10.50% 3.27%
37 2005 0.4592 12.00% 5.51% 96.00 0.65%
38 2006 0.4727 12.00% 5.67% 96.50 0.59%
39 2008-10 0.4929 12.50% 6.16% 9.00% 98.00 0.54%

REFERENCES:
COLUMNS (A) & (B): VALUE LINE INVESTMENT SURVEY COLUMN (D): VALUE LINE INVESTMENT SURVEY

               - RATINGS & REPORTS DATED 10/28/2005 COLUMN (D): LINES 6, 16 & 26, COMPOUND GROWTH RATE
COLUMN (C):  COLUMN (A) x COLUMN (B) COLUMN (E): VALUE LINE INVESTMENT SURVEY
COLUMN (C): LINES 6, 16 & 26, SIMPLE AVERAGE GROWTH, 2000 - 2004 COLUMN (F):  COMPOUND GROWTH RATES OF DATES SHOWN



ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 5, PAGE 2 OF 3
TEST YEAR ENDED DECEMBER 10, 2004
DIVIDEND GROWTH COMPONENTS

(A) (B) (C) (D) (E) (F)
LINE STOCK OPERATING RETENTION RETURN ON DIVIDEND BOOK VALUE SHARES OUTST. SHARE
NO. SYMBOL NATURAL GAS LDC NAME PERIOD RATIO (b) x BOOK EQUITY (r)  = GROWTH (g) ($/SHARE) (MILLIONS) GROWTH

1 CGC CASCADE NATURAL GAS CORPORATION 2000 0.3094 12.90% 3.99% 10.79 11.05
2 2001 0.3469 13.30% 4.61% 11.01 11.05
3 2002 0.1504 10.90% 1.64% 10.34 11.05
4 2003 -0.1034 8.60% -0.89% 10.11 11.13
5 2004 0.1933 11.20% 2.16% 10.52 11.27
6 GROWTH 2000 - 2004 2.30% - 0.49%
7 2005 -0.1707 7.50% -1.28% 11.41 1.24%
8 2006 -0.0105 9.00% -0.09% 11.40 0.58%
9 2008-10 0.2160 8.50% 1.84% 7.00% 12.00 1.26%

10
11 KSE KEYSPAN CORP. 2000 0.1524 10.00% 1.52% 20.65 136.36
12 2001 -0.0349 8.20% -0.29% 20.73 139.43
13 2002 0.3527 13.30% 4.69% 20.67 142.42
14 2003 0.3206 11.40% 3.65% 22.94 159.66
15 2004 0.2664 10.20% 2.72% 24.22 160.82
16 GROWTH 2000 - 2004 2.46% 1.50% 4.21%
17 2005 0.2571 9.50% 2.44% 174.50 8.51%
18 2006 0.2720 9.50% 2.58% 175.00 4.32%
19 2008-10 0.3226 10.50% 3.39% 5.00% 177.00 1.94%
20
21 LG LACLEDE GROUP, INC. 2000 0.0219 9.10% 0.20% 14.99 18.88
22 2001 0.1677 10.50% 1.76% 15.26 18.88
23 2002 -0.1356 7.80% -1.06% 15.07 18.96
24 2003 0.2637 11.60% 3.06% 15.65 19.11
25 2004 0.2582 10.10% 2.61% 16.96 20.98
26 GROWTH 2000 - 2004 1.31% 1.50% 2.67%
27 2005 0.2789 11.00% 3.07% 21.00 0.10%
28 2006 0.3050 11.00% 3.36% 21.50 1.23%
29 2008-10 0.3696 8.50% 3.14% 9.50% 21.50 0.49%
30
31 NWN NORTHWEST NATURAL GAS CO. 2000 0.3073 10.00% 3.07% 17.93 25.23
32 2001 0.3351 10.20% 3.42% 18.56 25.23
33 2002 0.2222 8.50% 1.89% 18.88 25.59
34 2003 0.2784 9.00% 2.51% 19.52 25.94
35 2004 0.3011 8.90% 2.68% 20.64 27.55
36 GROWTH 2000 - 2004 2.71% 3.50% 2.22%
37 2005 0.3767 10.00% 3.77% 27.75 0.73%
38 2006 0.3822 10.50% 4.01% 28.00 0.81%
39 2008-10 0.4036 10.50% 4.24% 4.50% 29.00 1.03%

REFERENCES:
COLUMNS (A) & (B): VALUE LINE INVESTMENT SURVEY COLUMN (D): VALUE LINE INVESTMENT SURVEY

               - RATINGS & REPORTS DATED 12/16/2005 COLUMN (D): LINES 6, 16 & 26, COMPOUND GROWTH RATE
COLUMN (C):  COLUMN (A) x COLUMN (B) COLUMN (E): VALUE LINE INVESTMENT SURVEY
COLUMN (C): LINES 6, 16 & 26, SIMPLE AVERAGE GROWTH, 2000 - 2004 COLUMN (F):  COMPOUND GROWTH RATES OF DATES SHOWN



ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 5, PAGE 3 OF 3
TEST YEAR ENDED DECEMBER 10, 2004
DIVIDEND GROWTH COMPONENTS

(A) (B) (C) (D) (E) (F)
LINE STOCK OPERATING RETENTION RETURN ON DIVIDEND BOOK VALUE SHARES OUTST. SHARE
NO. SYMBOL NATURAL GAS LDC NAME PERIOD RATIO (b) x BOOK EQUITY (r)  = GROWTH (g) ($/SHARE) (MILLIONS) GROWTH

1 PGL PEOPLES ENERGY CORPORATION 2000 0.2620 12.40% 3.25% 22.02 35.30
2 2001 0.3544 13.90% 4.93% 22.76 35.40
3 2002 0.2607 12.30% 3.21% 22.74 35.46
4 2003 0.2613 12.30% 3.21% 23.11 36.69
5 2004 0.0092 9.40% 0.09% 23.06 36.69
6 GROWTH 2000 - 2004 2.94% 2.50% 0.97%
7 2005 0.0354 10.80% 0.38% 38.00 3.57%
8 2006 0.0833 11.00% 0.92% 38.00 1.77%
9 2008-10 0.2516 12.00% 3.02% 2.00% 35.00 -0.94%

10
11 SJI SOUTH JERSEY INDUSTIES, INC. 2000 0.3241 14.80% 4.80% 7.25 23.00
12 2001 0.3565 12.80% 4.56% 7.81 23.72
13 2002 0.3852 12.50% 4.82% 9.67 24.41
14 2003 0.4307 11.60% 5.00% 11.26 26.46
15 2004 0.4810 12.50% 6.01% 12.41 27.76
16 GROWTH 2000 - 2004 5.04% 11.50% 4.81%
17 2005 0.5401 13.50% 7.29% 28.70 3.39%
18 2006 0.5350 13.00% 6.96% 29.00 2.21%
19 2008-10 0.5000 11.50% 5.75% 9.50% 31.00 2.23%
20
21 SWX SOUTHWEST GAS CORPORATION 2000 0.3223 7.20% 2.32% 16.82 31.71
22 2001 0.2870 6.60% 1.89% 17.27 32.49
23 2002 0.2931 6.50% 1.91% 17.91 33.29
24 2003 0.2743 6.10% 1.67% 18.42 34.23
25 2004 0.5060 8.30% 4.20% 19.18 36.79
26 GROWTH 2000 - 2004 2.40% 2.40% 3.78%
27 2005 0.4143 7.00% 2.90% 39.00 6.01%
28 2006 0.5030 8.00% 4.02% 39.00 2.96%
29 2008-10 0.6653 10.50% 6.99% 4.00% 41.50 2.44%
30
31 WGL WGL HOLDINGS, INC. 2000 0.3073 11.70% 3.59% 15.31 46.47
32 2001 0.3298 11.70% 3.86% 16.24 48.54
33 2002 -0.1140 7.20% NMF 15.78 48.56
34 2003 0.4435 14.00% 6.21% 16.25 48.63
35 2004 0.3434 11.70% 4.02% 16.95 48.67
36 GROWTH 2000 - 2004 4.42% 3.00% 1.16%
37 2005 0.3333 11.50% 3.83% 48.70 0.06%
38 2006 0.3649 10.50% 3.83% 48.70 0.03%
39 2008-10 0.4042 11.00% 4.45% 5.00% 48.80 0.05%

REFERENCES:
COLUMNS (A) & (B): VALUE LINE INVESTMENT SURVEY COLUMN (D): VALUE LINE INVESTMENT SURVEY

               - RATINGS & REPORTS DATED 12/16/2005 COLUMN (D): LINES 6, 16 & 26, COMPOUND GROWTH RATE
COLUMN (C):  COLUMN (A) x COLUMN (B) COLUMN (E): VALUE LINE INVESTMENT SURVEY
COLUMN (C): LINES 6, 16 & 26, SIMPLE AVERAGE GROWTH, 2000 - 2004 COLUMN (F):  COMPOUND GROWTH RATES OF DATES SHOWN



 ARIZONA-AMERICAN WATER COMPANY  DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT  SCHEDULE WAR - 6
TEST YEAR ENDED DECEMBER 10, 2004  
GROWTH RATE COMPARISON  

 
WATER COMPANY SAMPLE:  

 
 (A)  (B)   (C)     (D)   (E)  (F)  

LINE STOCK ZACKS VALUE LINE PROJECTED  VALUE LINE HISTORIC VALUE LINE & 5 - YEAR COMPOUND HISTORY
NO.  SYMBOL  ( br ) + ( sv ) EPS EPS DPS  BVPS EPS DPS BVPS ZACKS AVGS. EPS  DPS  BVPS

 
1 AWR 7.72% - 12.00% 1.50%  3.50% 1.50% 1.00% 4.00% 3.92% -4.83% 0.86% 4.13%

 
2 CWT 6.54% 6.00% 8.50% 1.50%  5.00% -6.50% 1.00% 1.00% 2.36% 2.75% 0.67% 4.95%

 
3 SWWC 7.09% - 15.00% 9.00%  9.00% 7.00% 10.50% 13.00% 10.58% -11.99% 7.93% 15.75%

 
4 WTR 7.45% - 10.00% 8.00%  9.00% 8.50% 6.50% 10.50% 8.75% 8.21% 6.56% 11.22%

 
5 11.38% 5.00%  6.63% 2.63% 4.75% 7.13% -1.47% 4.01% 9.01%

 
6 AVERAGES 7.20% 6.00% 7.67%  4.83% 6.40% 3.85%

 
 

NATURAL GAS LDC SAMPLE:  
 

 (A)  (B)   (C)     (D)   (E)  (F)  
LINE STOCK ZACKS VALUE LINE PROJECTED  VALUE LINE HISTORIC VALUE LINE & 5 - YEAR COMPOUND HISTORY
NO.  SYMBOL  ( br ) + ( sv ) EPS EPS DPS  BVPS EPS DPS BVPS ZACKS AVGS. EPS  DPS  BVPS

 
1 CGC 2.22% 4.10% 3.00% 0.50%  7.00% 1.00% - - 3.12% -3.81% 0.00% -0.63%

 
2 KSE 3.34% 9.40% 1.00% 2.00%  5.00% 21.00% 4.00% 1.50% 6.27% 3.82% 0.14% 4.07%

 
3 LG 3.35% 3.50% 6.00% 1.50%  9.50% -0.50% 0.50% 1.50% 3.14% 7.36% 0.19% 3.13%

 
4 NWN 5.31% 5.80% 8.00% 4.50%  4.50% 3.00% 1.00% 3.50% 4.33% 0.96% 1.19% 3.58%

 
5 PGL 3.64% 6.30% 3.00% 1.50%  2.00% 2.00% 2.00% 2.50% 2.76% -5.30% 1.94% 1.16%

 
6 SJI 7.07% 5.30% 8.00% 6.00%  9.50% 10.50% 1.50% 11.50% 7.47% 9.98% 2.95% 14.38%

 
7 SWX 6.51% 4.50% 10.50% 1.50%  4.00% 1.50% - 4.00% 4.33% 8.23% 0.00% 3.34%

 
8 WGL 5.09% 5.30% 5.00% 2.00%  5.00% 2.00% 1.50% 3.00% 3.40% 2.55% 1.19% 2.58%

 
9 5.56% 2.44%  5.81% 5.06% 1.75% 3.93% 2.97% 0.95% 3.95%

 
10 AVERAGES 4.57% 5.53% 4.60%  3.58% 4.35% 2.63%

REFERENCES:
COLUMN (A):  SCHEDULE WAR - 4, PAGE 1, COLUMN C
COLUMN (B):  ZACKS INVESTMENT RESEARCH (www.zacks.com)
COLUMN (C):  VALUE LINE INVESTMENT SURVEY - RATINGS & REPORTS DATED 10/28/2005 (WATER COMPANIES) AND 12/16/2005 (NATURAL GAS LDC's)
COLUMN (D):  VALUE LINE INVESTMENT SURVEY - RATINGS & REPORTS DATED 10/28/2005 (WATER COMPANIES) AND 12/16/2005 (NATURAL GAS LDC's)
COLUMN (E):  SIMPLE AVERAGE OF COLUMNS (B) THRU (D) LINES 1, 3, 5 AND 7
COLUMN (F):  5-YEAR ANNUAL GROWTH RATE CALCULATED WITH DATA COMPILED FROM VALUE LINE INVESTMENT SURVEY

- RATINGS & REPORTS DATED 10/28/2005 (WATER COMPANIES) AND 12/16/2005 (NATURAL GAS LDC's)



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 7
TEST YEAR ENDED DECEMBER 10, 2004 PAGE 1 OF 2
CAPM COST OF EQUITY CAPITAL 

BASED ON A GEOMETRIC MEAN:

(A) (B)
LINE STOCK EXPECTED
NO. SYMBOL k  = rf  + [ ß  x ( rm  - rf ) ]  = RETURN

1 AWR k  = 3.96% + [ 0.70 x ( 10.40% - 3.96% ) ]  = 8.47%

2 CWT k  = 3.96% + [ 0.75 x ( 10.40% - 3.96% ) ]  = 8.79%

3 SWWC k  = 3.96% + [ 0.65 x ( 10.40% - 3.96% ) ]  = 8.14%

4 WTR k  = 3.96% + [ 0.80 x ( 10.40% - 3.96% ) ]  = 9.11%

5 WATER COMPANY AVERAGE 0.73 8.63%

6 CGC k  = 3.96% + [ 0.80 x ( 10.40% - 3.96% ) ]  = 9.11%

7 KSE k  = 3.96% + [ 0.85 x ( 10.40% - 3.96% ) ]  = 9.43%

8 LG k  = 3.96% + [ 0.80 x ( 10.40% - 3.96% ) ]  = 9.11%

9 NWN k  = 3.96% + [ 0.70 x ( 10.40% - 3.96% ) ]  = 8.47%

10 PGL k  = 3.96% + [ 0.85 x ( 10.40% - 3.96% ) ]  = 9.43%

11 SJI k  = 3.96% + [ 0.65 x ( 10.40% - 3.96% ) ]  = 8.14%

12 SWX k  = 3.96% + [ 0.80 x ( 10.40% - 3.96% ) ]  = 9.11%

13 WGL k  = 3.96% + [ 0.80 x ( 10.40% - 3.96% ) ]  = 9.11%

14 NATURAL GAS LDC AVERAGE 0.78 8.99%

REFERENCES:
COLUMN (A):  SHARPE LITNER CAPITAL ASSET PRICING MODEL ("CAPM") FORMULA

k = rf + [ ß (rm - rf ) ]

WHERE: k = THE EXPECTED RETURN ON A GIVEN SECURITY
rf = RATE OF RETURN ON A RISK FREE ASSET PROXY (a)
ß = THE BETA COEFFICIENT OF A GIVEN SECURITY
rm = PROXY FOR THE MARKET RATE OF RETURN (b)

COLUMN (B):  EXPECTED RATE OF RETURN USING THE CAPM FORMULA

NOTES

(a)   A 6-WEEK AVERAGE OF THE 91-DAY T-BILL RATES THAT APPEARED IN VALUE LINE INVESTMENT SURVEY'S
       "SELECTION & OPINIONS" PUBLICATION FROM 11/11/2005 THROUGH 12/16/2005 WAS USED AS A RISK FREE RATE
        OF RETURN.

(b)  THE MARKET RATE PROXY USED WAS THE ARITHMETIC MEAN FOR S&P 500 RETURNS
       OVER THE 1926 - 2004 PERIOD.  THE DATA WAS OBTAINED FROM IBBOTSON ASSOCIATES'
       STOCKS, BONDS, BILLS AND INFLATION: 2004 YEARBOOK.



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 7
TEST YEAR ENDED DECEMBER 10, 2004 PAGE 2 OF 2
CAPM COST OF EQUITY CAPITAL 

BASED ON AN ARITHMETIC MEAN:

(A) (B)
LINE STOCK EXPECTED
NO. SYMBOL k  = rf  + [ ß  x ( rm  - rf ) ]  = RETURN

1 AWR k  = 3.96% + [ 0.70 x ( 12.40% - 3.96% ) ]  = 9.87%

2 CWT k  = 3.96% + [ 0.75 x ( 12.40% - 3.96% ) ]  = 10.29%

3 SWWC k  = 3.96% + [ 0.65 x ( 12.40% - 3.96% ) ]  = 9.44%

4 WTR k  = 3.96% + [ 0.80 x ( 12.40% - 3.96% ) ]  = 10.71%

5 WATER COMPANY AVERAGE 0.73 10.08%

6 CGC k  = 3.96% + [ 0.80 x ( 12.40% - 3.96% ) ]  = 10.71%

7 KSE k  = 3.96% + [ 0.85 x ( 12.40% - 3.96% ) ]  = 11.13%

8 LG k  = 3.96% + [ 0.80 x ( 12.40% - 3.96% ) ]  = 10.71%

9 NWN k  = 3.96% + [ 0.70 x ( 12.40% - 3.96% ) ]  = 9.87%

10 PGL k  = 3.96% + [ 0.85 x ( 12.40% - 3.96% ) ]  = 11.13%

11 SJI k  = 3.96% + [ 0.65 x ( 12.40% - 3.96% ) ]  = 9.44%

12 SWX k  = 3.96% + [ 0.80 x ( 12.40% - 3.96% ) ]  = 10.71%

13 WGL k  = 3.96% + [ 0.80 x ( 12.40% - 3.96% ) ]  = 10.71%

14 NATURAL GAS LDC AVERAGE 0.78 10.55%

REFERENCES:
COLUMN (A):  SHARPE LITNER CAPITAL ASSET PRICING MODEL ("CAPM") FORMULA

k = rf + [ ß (rm - rf ) ]

WHERE: k = THE EXPECTED RETURN ON A GIVEN SECURITY
rf = RATE OF RETURN ON A RISK FREE ASSET PROXY (a)
ß = THE BETA COEFFICIENT OF A GIVEN SECURITY
rm = PROXY FOR THE MARKET RATE OF RETURN (b)

COLUMN (B):  EXPECTED RATE OF RETURN USING THE CAPM FORMULA

NOTES

(a)   A 6-WEEK AVERAGE OF THE 91-DAY T-BILL RATES THAT APPEARED IN VALUE LINE INVESTMENT SURVEY'S
       "SELECTION & OPINIONS" PUBLICATION FROM 11/11/2005 THROUGH 12/16/2005 WAS USED AS A RISK FREE RAT
        OF RETURN.

(b)  THE MARKET RATE PROXY USED WAS THE ARITHMETIC MEAN FOR S&P 500 RETURNS
       OVER THE 1926 - 2004 PERIOD.  THE DATA WAS OBTAINED FROM IBBOTSON ASSOCIATES'
       STOCKS, BONDS, BILLS AND INFLATION: 2004 YEARBOOK.



ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 8
TEST YEAR ENDED DECEMBER 10, 2004
ECONOMIC INDICATORS - 1990 TO PRESENT

(A) (B) (C) (D) (E) (F) (G) (H) (I)
CHANGE IN FED. FED. A-RATED Baa-RATED

LINE  CHANGE IN  GDP PRIME DISC. FUNDS 91-DAY 30-YR UTIL. BOND UTIL. BOND
NO.  YEAR  CPI  (1996 $) RATE RATE RATE T-BILLS T-BONDS YIELD YIELD

1 1990 5.40% 1.90% 10.01% 6.98% 8.10% 7.49% 8.61% 9.86% 10.06%

2 1991 4.21% -0.20% 8.46% 5.45% 5.69% 5.38% 8.14% 9.36% 9.55%

3 1992 3.01% 3.30% 6.25% 3.25% 3.52% 3.43% 7.67% 8.69% 8.86%

4 1993 2.99% 2.70% 6.00% 3.00% 3.02% 3.00% 6.60% 7.59% 7.91%

5 1994 2.56% 4.00% 7.14% 3.60% 4.20% 4.25% 7.37% 8.31% 8.63%

6 1995 2.83% 2.50% 8.83% 5.21% 5.84% 5.49% 6.88% 7.89% 8.29%

7 1996 2.95% 3.70% 8.27% 5.02% 5.30% 5.01% 6.70% 7.75% 8.17%

8 1997 1.70% 4.50% 8.44% 5.00% 5.46% 5.06% 6.61% 7.60% 8.12%

9 1998 1.60% 4.20% 8.35% 4.92% 5.35% 4.78% 5.58% 7.04% 7.27%

10 1999 2.70% 4.50% 7.99% 4.62% 4.97% 4.64% 5.86% 7.62% 7.88%

11 2000 3.40% 3.70% 9.23% 5.73% 6.24% 5.82% 5.94% 8.24% 8.36%

12 2001 1.60% 0.80% 6.92% 3.41% 3.88% 3.38% 5.95% 7.59% 8.02%

13 2002 2.40% 1.60% 4.67% 1.17% 1.66% 1.60% 5.38% 7.41% 7.98%

14 2003 1.90% 2.70% 4.12% 2.03% 1.13% 1.01% 4.92% 6.18% 6.64%

15 2004 2.23% 4.20% 4.34% 2.35% 1.35% 1.37% 5.03% 5.77% 6.20%

16 CURRENT 2.99% 4.30% 7.25% 5.25% 4.25% 3.93% 4.67% 5.65% 6.06%

REFERENCES:
COLUMN (A):  1990 - CURRENT, U.S. DEPARTMENT OF LABOR, BUREAU OF LABOR STATISTICS WEB SITE
COLUMN (B):  1990 - CURRENT, U.S. DEPARTMENT OF COMMERCE, BUREAU OF ECONOMIC ANALYSIS WEB SITE
COLUMN (C) THROUGH (G):  1990 - 2003, FEDERAL RESERVE BANK OF ST. LOUIS WEB SITE
COLUMN (C) THROUGH (F):  CURRENT, THE WALL STREET JOURNAL, DATED 12/20/2005
COLUMN (G) THROUGH (I):  CURRENT, THE VALUE LINE INVESTMENT SURVEY, DATED 12/16/2005
COLUMN (H) THROUGH (J):  1990 - 2000, MOODY'S PUBLIC UTILITY REPORTS
COLUMN (H) THROUGH (I):  2001, MERGENT 2002 PUBLIC UTILITY MANUAL
COLUMN (H) THROUGH (I):  2003 MERGENT NEWS REPORTS



 ARIZONA-AMERICAN WATER COMPANY DOCKET NO. W-01303A-05-0405
PARADISE VALLEY DISTRICT SCHEDULE WAR - 9
TEST YEAR ENDED DECEMBER 10, 2004
CAPITAL STRUCTURES OF SAMPLE COMPANIES

LINE    
NO. AWR PCT. CWT PCT. SWWC  PCT. WTR PCT. AVERAGE PCT.

1 DEBT 228.9$         47.7% 274.8$    48.6% 115.8$    47.9% 784.5$    51.2% 468.0$     49.8%
2
3 PREFERRED STOCK 0.0 0.0% 3.5 0.6% 0.0 0.0% 0.0 0.0% 1.2 0.1%
4
5 COMMON EQUITY 251.5 52.3% 287.6 50.8% 126.2 52.1% 748.5 48.8% 471.2 50.1%
6
7 TOTALS 480.4$         100% 565.9$    100% 242.0$    100% 1,532.9$ 100% 940.4$     100%
8
9   

10 CGC PCT. KSE PCT. LG  PCT. NWN PCT.
11
12 DEBT 176.4$         59.8% 4,418.7$ 53.0% 380.3$    51.6% 568.5$    54.0%
13
14 PREFERRED STOCK 0.0 0.0% 19.7 0.2% 1.1 0.1% 0.0 0.0%
15
16 COMMON EQUITY 118.5 40.2% 3,894.7 46.7% 355.9 48.3% 484.0 46.0%
17
18 TOTALS 294.9$         100% 8,333.1$ 100% 737.3$    100% 1,052.5$ 100%
19
20
21 PGL PCT. SJI PCT. SWX  PCT. WGL PCT. AVERAGE PCT.
22
23 DEBT 897.4$         50.8% 328.9$    48.7% 1,181.4$ 60.8% 590.2$    40.1% 1,067.7$  52.5%
24
25 PREFERRED STOCK 0.0 0.0% 1.7 0.3% 100.0 5.1% 28.1 1.9% 18.8        0.9%
26
27 COMMON EQUITY 870.1 49.2% 344.4 51.0% 663.0 34.1% 853.4 58.0% 948.0      46.6%
28
29 TOTALS 1,767.5$      100% 675.0$    100% 1,944.4$ 100% $1,471.7 100% 2,034.6$  100%

REFERENCE:
2004 SEC 10-K FILINGS

WATER COMPANY

NATURAL GAS LDC




